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CONCENTRATION IN SELECTED INDUSTRIES? 


ECONOMISTS have long been interested in the proportion of an 
industry’s output produced by the largest firm, the two largest, the 
three largest and so on, in the belief that such a series would enable 
them to classify industries according to their monopolistic tendencies. 
Each of these proportions is termed a concentration ratio and a whole 
series of these ratios for any one industry is termed a concentration 
curve. In spite of their inherent simplicity, these figures are exceed- 
ingly difficult to obtain in practice, owing to firms’ reluctance to 
reveal information which might help their competitors. 

In this country, only two previous studies? of concentration in 
British industries have been published and the data in both have been 
compiled by the Board of Trade from confidential figures of the 
Census of Production. In the U.S.A. more statistical information is 
available. For example, in 1950 the Federal Trade Commission‘ 
published concentration curves for 26 selected industries in the 
U.S.A. based on the net capital assets (land, buildings and equipment) 
of firms in 1947, and thus provided a useful supplement to the 
statistics of concentration derived from the Census of Manufactures. 
From data collected by the National Institute of Economic and Social 
Research it is now possible to construct a similar series of curves for 
selected industries in the United Kingdom in 1951-2. Before pre- 
senting them, however, it is necessary to emphasise their limitations, 
which are discussed at greater length in the Federal Trade Commis- 
sion report just cited. 


1 I am indebted to the National Institute of Economic and Social Re- 

search for the data on which this paper is based. 
2 Cf. H. Leak, and A. Maizels, ‘The structure of British industry,’ J. 

Pee Statist. Soc. 1945, Vol. 108, pp. 142-199. Also I. M. D. Little and R. 
Evely, ‘Some aspects of the structure of British industry 1935-1951,’ a paper 
read to the Manchester Statistical Society on 12th February, 1958. 

3 Federal Trade Commission, The Concentration of Productive Facilities, 
1947. Washington, 1950. 
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The first limitation concerns the definition of a firm. Concentra- 
tion has been measured at the level of establishments, firms (defined 
as establishments trading under the same name), business units (de- 
fined as parent firm plus all subsidiaries in which it has more than 50 
per cent. voting power) and the financial interest group (which is an 
even larger conglomeration than the business unit since it includes 
all business units with important common financial interests, including 
interlocking directorates). No doubt all levels have to be studied 
before any final conclusion on the structure of the economy is reached, 
but this paper is confined to the modest task of measuring concentra- 
tion at the level of business units. Thus the degree of concentra- 
tion is understated if the financial links between business units are 
important, but it is overstated insofar as the parent companies do 
not interfere with the policies of their subsidiaries. It is also 
understated to the extent that companies are controlled by minority 
shareholdings. 

All financial measures fall short of the ideal and there are valid 
objections to total net assets,* the measure used here, but it is prob- 
able that the limitations of other financial measures are even more 
serious. Perhaps the most serious limitation common to all of them 
is that it is often impossible to allocate the figures in the accounts 
of companies to particular industries and this is especially true of the 
present data derived from the consolidated accounts of business units. 
On the other hand, it can be argued that this shortcoming reflects 
not so much a limitation of the data as a limitation of the theory of 
the firm, for in the modern world of giant multi-product enterprises 
it is extremely difficult to find a group of business units which can 
justifiably be called an industry. This difficulty, which is interesting 
in its own right, calls for a brief comment here. 


The selection of industries 


One reason for studying industrial concentration, though certainly 
not the only reason, is to reveal the scope for monopolistic practices ; 
if a very large proportion of the output of an industry is controlled 
by a few large firms, so it is argued, there is great scope for oligo- 
polistic agreements, price-leadership and other forms of imperfect 
competition. It is recognised, of course, that high concentration is 
neither a necessary nor a sufficient condition for the existence of 
these monopolistic practices, but the classification of industries . 
according to their degree of concentration is generally regarded as a 


4 Total net assets equals total net fixed assets plus total current assets 
less current liabilities and provisions. 
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useful preliminary to the detailed descriptive studies of the Mono- 
polies’ Commission type which are necessary before any firm con- 
clusion on the degree of monopoly is reached. After all, the 
collective regulation of trade, which is the main source of monopoly 
in the absence of a high degree of concentration, is made much easier 
when a few firms dominate an industry. 


If concentration is being studied from this point of view then 
industries must be selected so that they satisfy the criterion of a 
competing group. Though it is impossible to lay down hard and fast 
rules on this, it is probable that most economists would agree with 
Professor Stigler’s® words: 


‘An industry should embrace the maximum geographical area 
and the maximum variety of productive activities in which there 
is strong long-run substitution. If buyers can shift on a large 
scale from product or area B to A, then the two should be com- 
bined. If producers can shift on a large scale from B to A, again 
they should be combined. Economists usually state this in an 
alternative form: All products or enterprises with large long-run 
cross elasticities of either supply or demand should be combined 
into a single industry.’ 


An attempt has been made to select groups of business units 
which more or less satisfy these criteria. The United Kingdom as 
a whole was chosen as the appropriate geographical area in the 
belief that the development of modern transport facilities and nation- 
wide advertising has largely eliminated economic insularities. In 
addition, all Census of Production trades which had retained imports 
of final products exceeding 25 per cent of domestic output in 1951 
have been excluded,* on the grounds that the analysis of concentra- 
tion among domestic firms in these cases would be misleading. The 
one exception to this rule is the cocoa, chocolate and sugar con- 
fectionery trade, which has not been excluded even though in 1951 
—due to rationing— imports were abnormally high and exceeded 25 


per cent. of domestic output. 
With the exception of estimates of cross elasticities for certain 


5 G. J. Stigler, in Business Concentration and Price Policy, N.B.E.R. 
Report (Princeton, 1955), p. 4. : : ’ 

6 These were dyes and dyestuffs; matches; mineral oil refining; oils 
and greases; seed crushing and oil refining; non-ferrous metals (smelting, 
rolling. etc.); watches (but not clocks); jewellery; flax processing; jute; 
hair: fibre and kindred trades; fellmongery; bacon-curing and sausage ; 
preserved meat; milk products; preserved fruit; cattle, dog, and poultry 
food: starch; miscellaneous preserved foods; timber; and paper and 


board. 
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foodstuffs,’ there is little to guide us on the cross elasticities of 
demand, apart from introspection, casual observation and a general 
knowledge of an industry’s products. On the supply side, it is 
equally difficult to be objective. The extent to which a firm can 
switch its product from B to A depends upon technical factors about 
which few generalisations can be made except that during the war 
it was shown that ‘a very large proportion of modern technology 
is highly flexible and convertible’.* However, it is probably true 
that the rise of giant multi-product firms has increased this flexibility 
because, if it is worthwhile, such a firm can always switch from B to 
A, without necessarily changing the use of existing equipment, 
simply by revising its investment programme in favour of A, and at 
the expense of B, or by acquiring further interests in firms already 
producing A. Thus when a giant firm operates within several Cen- 
sus trades it is generally misleading to regard the sum of A and B 
as an industry, for there would undoubtedly be links through other 
giant firms with many other Census trades: nor would it be realistic 
to regard the sum total of all firms in all trades as constituting one 
competing group. Fortunately, some cases of industrial overlapping 
—particularly some cases of backward integration—have less signifi- 
cance for competition than others, and by isolating the less significant 
cases of integration it is still possible to find some groups of business 
units which approximately satisfy the economists’ criterion of an 
industry even though some overlapping remains. 

An attempt was made to select industries from some 3,000 quoted 
business units engaged in manufacturing. The restriction of the 
analysis to manufacturing raises the problem of connexions between 
manufacturing and non-manufacturing. Probably the most impor- 
tant of such inter-relations is that between some manufacturing trades 
and retail distribution; it would be misleading to measure concen- 
tration within a manufacturing trade if some, but not all, of its 
constituent firms had extensive retail outlets. In particular, such 
measurements would be of very little value wherever the C.W.S., 
or the S.C.W.S., with their widespread retail outlets, were among the 
leading producers, for, not being quoted on a stock exchange, the 
co-operative movement lies outside the population of firms studied 
here. There are also other non-manufacturing organisations which 
are important in some manufacturing trades, including the British 
Transport Commission, with its manufacture of railway locomotives, - 


7 R. Stone assisted by D. Rowe et alia, The Measurement of Consumers’ 


Expenditure and Behaviour in the United Kined 1920-38 (C i 
1954), Vol. 1, Table 106. Seite Besar 


8 Federal Trade Commission, op. cit., p. 10. 
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and the Government, with its interests in the manufacture of certain 


armaments, iron and steel (especially in 1951) and in the Sugar and 
Glucose trade. 


This somewhat limited universe of quoted manufacturing com- 
panies has been classified into 16 industrial groups,’ with some 60 
sub-groups, in accordance with the Standard Industrial Classification. 
The degrees of specialisation and exclusiveness for each group, and 
the weighted average, are also given!® and since these are based on 
the employment of business units, they may be considered as very 
reliable measures of the extent to which the industrial groups overlap. 
In the first instance, those groups with most overlapping—that is, 
those with less than average degrees of specialisation or exclusiveness 
—were excluded on the grounds that they could not be considered 
as separate competing groups. An exception to this rule was made 
in the case of the Tobacco group; this has a below average degree 
of specialisation due to the paper production of the tobacco firms, 
but since the degree of exclusiveness in the Paper and Printing 
group is as high as 91 per cent. it is clear that the ancillary activities 
of the tobacco manufacturers are not important compared with the 
Paper group as a whole. 


The groups which may be regarded as homogeneous, since their 
degrees of specialisation and exclusiveness were above average in 
1951, are as follows: Cotton, Wool, Other Textiles, Paper and 
Printing. But the paper and board trade has already been listed as 
one with excessive imports of final product so that the Paper group 
cannot be retained in its entirety. This leaves 5 groups (including 
Tobacco), out of the original 16 which satisfy our criteria so far. 
These groups are generally broad, but in the cases of Cotton and 
of Wool, it would nevertheless seem appropriate to regard their con- 
stituent firms as approximating a competing group. The Tobacco 
group is narrow and may also be given industry status. But some 
sub-division is indicated in the other selected groups. 


After an inspection of the data on which the National Institute’s 
figures of specialisation and exclusiveness were based (which show 
the overlapping of sub-groups within each group, though not between 
sub-groups of different groups) it seemed reasonable to select the sub- 


9 Cf. The National Institute of Economic and Social Research, Company 
Income and Finance, (N.1.E.S.R. London, 1956,) pp. 6-8. aie 

10 ibid. pp. 68-9. In this context, the degree of specialisation in industry 
X is the proportion of the employment of business units classified to this 
industry which specialise in producing X. This specialised employment as a 
proportion of the total employment of industry X, including the X-producing 
employment of business units in other industries, is the degree of 
exclusiveness. 
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groups of Carpets and Hosiery from the Other Textile group, Brewing 
and Distilling from the Drink group, and Newspapers and Periodicals 
from the rejected Paper and Printing group. An investigation of all 
the other rejected groups to obtain additional sub-groups with a 
probably high degree of homogeneity resulted in the selection of 
Cement and of Cocoa, chocolate and sugar confectionery. There 
may be others, but these seemed to be the most likely candidates 
for industry status in the rejected groups. This particular investiga- 
tion was made more difficult by the Board of Trade disclosure rules 
which all too frequently made it impossible to identify the industrial 
overlapping between each pair of groups. However, it was clear 
that the overlapping between the five groups, Iron and Steel etc., 
Shipbuilding, etc., Electrical Engineering, etc., Vehicles, etc., and 
Other Metal Goods, etc., was large enough to make the existence of 
reasonably homogeneous sub-groups within this important part of 
the quoted sector most unlikely. 


The eventual selection of as few as ten industries (Cement, Cotton, 
Wool, Carpets, Hosiery, Cocoa, etc., Distilling, Brewing, Tobacco, and 
Newspapers, etc.) is not surprising in view of the extensive integra- 
tion within the quoted sector. But it must be remembered that, in 
terms of employment, the quoted sector amounts to only 46 per 
cent. of all manufacturing and there are undoubtedly many industries 
—in the economic sense—in the unquoted sector where integration 
is presumably less extensive. To choose as examples only those 
largely unquoted industries which readily spring to mind, the Cutlery, 
Glass, and Pottery trades would probably satisfy our criteria. More- 
over, the number of possible groups within the 3,000 odd quoted 
companies is too great, and the criteria of selection on the demand 
side too subjective, for those industries selected to be regarded as an 
exclusive set. It might even be claimed that some of those deemed 
to have passed our tests do not in fact constitute industries in the 
economic sense. 


The extreme difficulty of finding industries within the quoted 
sector confirms the view that there is a large industrial sector for 
which the economic theory of firms competing in industries, some 
with many producers and some with few, is not a useful abstraction. 
This does not mean that the theory was not useful thirty years ago 
when the theory of monopolistic competition was in its infancy. Nor 
does it mean that there is little scope for monopoly in this field for 
there remain all the problems of the restrictive practices associated 
with the collective regulation of trade. The most this exercise in 
industrial classification suggests is that the problems of conglomerate 
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bigness as such"? are sufficiently important to merit special attention 
even in the absence of monopoly power. 


Summary of concentration in the selected industries 


Concentration estimates based on company accounts have im- 
portant advantages over Census of Production figures. First, the 
names of the leading firms are revealed so that we know which firms 
to watch: this also enables changes in rank order over time to be 
known. Secondly, the individual sizes of the leaders are known, 
instead of just the total for the three largest, so that it is possible 
to know whether the high concentration industries are dominated by 
one firm, two firms, four firms, and so on. Thirdly, the time-lag 
in their production is much shorter; data based on accounts are 
available after a one year lag, whereas Census data take several 
years to reach publication, partly because every precaution has to be 
taken to avoid disclosing any information which could possibly be 
related to an individual firm. But these advantages are of little 
value if there are serious divergences between concentration measure- 
ments based on accounting data and those based on Census figures, 
which, being based on each industry as a whole and on better 
measures (gross and net output, employment), must be regarded as 
authoritative. 

Table I shows cumulative concentration ratios in terms of total 
net assets for the largest 6 quoted business units in the 10 selected 
industries ; that is, the denominator in each case is total net assets 
of all companies quoted on a stock exchange and classified to the 
particular industry concerned, while the numerator is the total net 
assets of the largest quoted business unit in the industry, the two 
largest, the three largest and so on. The industries are ranked in 
descending order of concentration as measured by the proportion of 
assets owned by the three largest business units. The numbers of 
quoted and unquoted business units in each industry in Table I give 
us some idea of the importance of the quoted sector in each industry, 
which it is useful to know before extending conclusions based on the 
quoted sectors to each industry as a whole. It should also be noted 
that a further effect of confining concentration measurements to the 
quoted sectors of each industry is that any large unquoted firms, 
which would appear among the leading firms in the industry as a 
whole, are excluded from the numerator of the concentration ratios 
in Table I. While it is reasonable to assume that quoted business 


11 Cf. C. G. Edwards in Business Concentration and Price Policy, op. 
cit. pp. 331-50. 
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units are larger on the average than unquoted companies, there are 
still many unquoted companies—often subsidiaries of foreign busi- 
ness units, but sometimes private companies still under family control 
—among the leading firms in several industries. These difficulties 
are considered in the section on the details of concentration in each 
industry. 

TABLE I 


THE PROPORTION OF QUOTED ASSETS OWNED BY LEADING 
QUOTED BUSINESS UNITS IN SELECTED INDUSTRIES, 1952 


Cumulative Concentration Ratios for 


- . : Total No. of 
the Six “pene Units BasinesshUnits 
Industry 5 
1 2 3 4 5 6 Quoted Unquoted 
Distilling . : 99 93 96 98 99 100 7 Sil 
Cement : ? 60 83 90 97 99 100 6 6 
Tobacco . : TBS 28994 e962 97. 13 47 
Cocoa, chocolate 
and sugar con- 
fectionery . | .43. 60° #74 79. +82) 84 24 304 
Newspapers and 
periodicals P 18 33 41 49 56 61 32 428 
Carpets ; : Se 25 123749858 8 Gi 15 63 
Cotton : : f4) 2260850) 345 2382 cal 119 920 
Woollen and 
worsted. 2 IVa PRE D/C mele) BE, 74 966 
Hosiery ‘ 4 91897267 337 =38° 42 siq/ 828 
Brewing . CPL Sm Sa 2a 24 167 116 


Table I suggests that the degree of concentration is low in the 
following industries: Newspapers and periodicals, Carpets, Cotton, 
Woollen and worsted, Hosiery and Brewing. ‘The concentration 
ratios for the top three business units are all below 42 per cent. and 
since in each case the number of unquoted business units is very 
large, the extension of the analysis to each industry as a whole would 
result in even lower estimates of concentration.’? This suggests that 
concentration data derived from the accounts of quoted companies 
are likely to yield the same conclusions as the Census of Production 
data for the ow concentration trades considered here. 

The same conclusion applies to the high concentration industries 
considered here, but for a slightly different reason; not only are the 
unquoted companies small in size, they are small in number, so that 
it would be safe to extend the conclusion of high concentration based 
on an analysis of the quoted sector to each industry as a whole. In 
the Distilling, Cement and Tobacco industries the concentration ratio 


12 There are no unquoted companies large enough to raise the degree 
of concentration. 
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for the three largest business units is 89 per cent. or more, but the 
characteristics of concentration differ in each case. Distilling is a 
case par excellence of an industry with one firm concentration; the 
largest firm has 90 per cent. of the total net assets of all quoted 
companies. In Tobacco the largest firm, owning 73 per cent. of the 
quoted assets, is also in a strong position, though its rivals, whose 
sizes are given by the first differences of the concentration ratios, 
are more powerful than those of the largest distiller. The Cement 
industry is different again: the largest firm owns 60 per cent. of the 
assets but its immediate rival owns 23 per cent. which suggests a 
duopolistic rather than a monopolistic situation. 

In the remaining industry, ‘Cocoa, chocolate and sugar confec- 
tionery,’ an analysis of concentration within the quoted sector is a 
less reliable guide to the true level of concentration. There are many 
unquoted firms suggesting that if the total of their assets could be 
included in the denominator the concentration ratio for the top three 
would be well below 74 per cent. Clearly, for each industry—espe- 
cially for one of medium concentration—it is desirable to check the 
estimates of concentration suggested by the analysis of quoted firms: 
in the following sections on the details of concentration these esti- 
mates are compared with concentration ratios for each industry as a 
whole in terms of employment in 1951. 


The high concentration industries 


It is well-known that the giant firm in the distilling industry is 
Distillers Co.; in terms of assets it dwarfs the other six quoted 
companies, which is not surprising in view of the fact that it is a 


TABLE II 
CONCENTRATION IN THE DISTILLING INDUSTRY 


Cumulative Employment 

percentage of concentration 

Rank Business Unit quoted assets, | ratio for top 

1952 six in 1951 
1 Distillers Co. | 90 
2 Teacher (Distillers) 93 
5 Seager Evans e 96 
4 MacDonald Martin 98 
5 Highland Distilleries = 99 

6 Glenlivet Glen Grant Distilleries 100 80 


combination of over 60 subsidiary firms. However, not all of these 
are mainly engaged in the Census trade ‘ spirit distilling’ so that in 
one sense the degree of concentration is overstated. Indeed if it is 
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true, as is widely believed, that distilling accounts for only a third 
of the business unit’s total activities—the remaining two-thirds being 
devoted to bottling and to the chemical trades—then the proportion 
of the quoted assets engaged in distilling and owned by Distillers 
would be 75 per cent. instead of 90 per cent. In fact, the six largest 
business units in distilling ranked in order of employment have 80 
per cent. of the total employment in the industry, the remaining 20 
per cent. being shared by 32 smaller business units. It would appear, 
therefore, that the Distillers Co. has something like 75 per cent. of 
the employment of the whole industry so that the modified estimate 
of concentration based on quoted assets is very near the truth. 

In another sense, the unmodified estimate of concentration in the 
quoted sector does not overstate the degree of concentration in the 
industry, because it can be argued that the other activities of Dis- 
tillers Co.—certainly its bottling but perhaps also its manufacture of 
industrial alcohol—increase its competitive power within the distilling 
industry. In such a dominant position, this giant firm takes on the 
appearance of a monopoly. But whether this really is the case 
‘depends on the cross elasticity of demand between whisky and other 
products, particularly beer. It has been assumed here that the cross 
elasticity of demand between beer and whisky is small and, con- 
sequently, brewing and distilling have been regarded as two separate 
industries. But this assumption, being based on introspection and on 
casual observation in Scotland, might well be unjustified in the eco- 
nomy as a whole. 


TABLE IIT 
CONCENTRATION IN THE CEMENT INDUSTRY 
Cumulative Employment 
Rank Business Unit percentage of | concentration 
quoted assets, ratio for top 
1952 four in 1951 
1 Associated Portland Cement 60 
Manufacturers 
2) Tunnel Portland Cement 83 
3 Rugby Portland Cement 90 
4 Eastwoods 97 87 
5 Aberthaw & Bristol Channel 99 
Portland Cement 
6 Chinnor Industries 100 


In the cement industry the largest producer is the Associated 
Portland Cement Manufacturers, a conglomeration of over 30 firms 
owning 60 per cent. of the net assets of quoted companies. It has 
_ Important interests abroad and the Blue Circle Group, of which it is 
the backbone, claims to be the largest cement manufacturing and 
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selling organisation in the world. Yet the next three largest com- 
panies at home have 37 per cent. of the quoted assets, so that it 
probably has to take into account their reactions to its own policies. 

In terms of employment, the concentration ratio for the largest 
four business units in rank order of employment in the industry 
as a whole is 87 per cent. compared with a figure of 97 per cent. in 
terms of assets in the quoted sector. It appears, therefore, that 
estimates based on assets overstate the degree of concentration 
because the six unquoted companies could not account for the differ- 
ence. The overstatement may be attributed to the assets of the giant 
business unit which are not devoted to the manufacture of cement. 
But the existence of resources specialising in the selling and trans- 
portation of cement, and in the manufacture of allied products such 
as whiting and lime, could be regarded as accentuating the economic 
power of Associated Portland Cement Manufacturers. There is 
room for debate on this question, but irrespective of the measure of 
size it is clear that the degree of concentration is high enough to 
suggest scope for oligopoly. 

TABLE IV 


CONCENTRATION IN THE TOBACCO INDUSTRY 


Cumulative Employment 

Rank Business Unit patteobersra is 

1952 three in 1951 
1 Imperial Tobacco Co. 73 
2 Carreras 82 

3 Gallaher 89 70 

4 Godfrey Phillips 94 
5 J. Wix 96 
6 Amalgamated Tobacco Corp. 97 


The giant firm in the tobacco industry is the Imperial Tobacco 
Co., consisting of over 20 well-known cigarette and tobacco firms. 
It controls 73 per cent of the net assets of all quoted firms, but its 
immediate rivals, Carreras, Gallaher, and Godfrey Phillips, control 
21 per cent. between them. These figures do not, therefore, suggest 
any great scope for monopoly, though the situation might approach 
the text-book case of oligopoly. The employment concentration 
ratio of 70 per cent. for the top three ranked by employment supports 
the view that no single firm is dominant, for it is significant that the 
Board of Trade has decided that a ratio based on the top three 
(compared with one for the top six in distilling and the top four in 
cement) would not risk disclosing the size of any one of the three 
largest units to the other two. 
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A further point of interest, of some significance here, but of 
greater importance in other contexts’ is the existence of a small 
subsidiary of a giant foreign business unit. Ranked fifth in terms of 
assets is J. Wix. It appears insignificant by the side of the Imperial 
Tobacco Company, but it is a subsidiary of the largest cigarette 
manufacturer in U.S.A., the American Tobacco Corporation Inc. of 
New York. There is, therefore, some scope for competition from 
abroad, insofar as the foreign parent would be prepared to expand 
its subsidiary’s activities in the event of any monopolistic practices 
on the part of the Britain giants, even though direct competition from 
imports is prevented by Government policy and private agreements. 
In this case, the concentration ratios based on the firms domiciled 
in this country give a misleading picture of the distribution of 
economic power by ignoring the resources of a foreign giant which 
could be made available to support its small subsidiary in the event 
of any attempt on the part of the largest domestic firm to eliminate 
it. Nevertheless it remains true that the degree of concentration is 
high enough to suggest scope for oligopolistic practices. 

In the high concentration trades, the financial data of quoted 
companies and the employment concentration ratios for each industry 
as a whole are consistent, though the former are more helpful because 
the leading firms can be identified. This consistency is due to the 
unimportance of the unquoted sector in each case. That the largest 
firms have had to resort to a Stock Exchange for finance is to be 
expected: that there are few unquoted firms may be attributed to 
the amalgamations which led to the formation of the giants, for the 
business units which would have been in the ranks of the unquoted 
have combined together, or have been acquired, long ago. 


A medium concentration industry 


The British Cocoa and Chocolate Co. (that is ‘Cadbury’ and 
‘Fry ’) owns 43 per cent. of the quoted assets in the Cocoa, chocolate 
and sugar confectionery industry. But there are 324 business units 
in the industry which are not quoted on a stock exchange, so that 
estimates of concentration based on the quoted sector alone are likely 
to overstate the degree of concentration. In fact, in the industry as 
a whole, the largest three business units ranked by employment have 
only 57 per cent of the total employment, compared with the 74 per 

13 i ; 

Hedley js inniemicant compared with Uneven 1m Meee ee ee 
a powerful competitor, for, being a subsidiary of the American giant, Proctor 


& Gamble Co. of Ohio, it has recourse, if necessary, to considerable financial 


resources in addition to enjoying the technical know-how and selling experi- 
ence of its parent company. 
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cent. of the quoted assets owned by the top three ranked by assets. 
Furthermore, among the unquoted companies is Mars, a subsidiary 
of General Enterprises Inc. of Delaware, U.S.A., which is in fact 
fifth in rank order of assets and provides another reason why the 
analysis of the quoted sector alone is misleading. 


TABLE V 


CONCENTRATION IN THE COCOA, CHOCOLATE, AND SUGAR 
CONFECTIONERY INDUSTRY 


Cumulative Employment 

Rank Business Unit percentage of | concentration 

quoted assets, | ratio for top 

1952 three in 1951 
1 British Cocoa and Chocolate Co. 43 
2 Rowntree & Co. 60 

3 Nestlé 74 57 

4 John Mackintosh & Sons 79 
5 Joseph Terry & Sons 82 
6 Barratt & Co. 84 


In view of the large number of firms and medium degree of 
concentration, it is possible to regard this industry as competitive, 
subject to the collective regulation of trade through trade associa- 
tions. A further qualification is that the conclusion that the industry 
is probably competitive partly depends on the assumption that the 
cross elasticity of demand between chocolate and sugar confectionery 
is high: if this assumption is untenable, and if as a consequence 
the chocolate and cocoa producers have to be regarded as a separate 
industry, then the degree of concentration would probably be in- 
creased sufficiently to justify further examination of the industry on 
the grounds of oligopoly. 

It appears, therefore, that in the case of this medium concentra- 
tion industry, the analysis of concentration in the quoted sector is 
misleading by itself for the true degree of concentration is low 
rather than medium. However, if the analysis of the quoted sector 
is supplemented by a knowledge of the number of business units in 
the whole industry, it is possible to guess with reasonable accuracy 
whether or not the true degree of concentration is likely to be low. 


The low concentration industries 

Concentration in the Newspapers, Carpets, Cotton, Woollen, Hosi- 
ery and Brewing trades is low according to the distribution of the 
assets of quoted companies. In view of the large number of unquoted 
companies the degree of concentration for each industry as a whole is 
likely to be lower still. This in fact is the case as shown in Table 


13 
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VI,"* though there is not much difference in the case of the Brewing 
trade because a high proportion of the firms are quoted on a stock 
exchange. The low concentration and large number of firms both 
suggest that the industries are highly competitive, but the collective 
restriction of trade is still possible even though it is made more 
difficult by the large number of firms. 


TABLE VI 


CONCENTRATION RATIO FOR THE LARGEST THREE BUSINESS 
UNITS IN EACH OF THE LOW CONCENTRATION INDUSTRIES 


Cumulative Cumulative 

percentage of percentage of 

Industry quoted assets, employment 

1952 in whole 

industry, 1951 
Newspapers & Periodicals 41 P25) 
Carpets 34 26 
Cotton Spinning | | 30 fee 
Cotton Weaving 6 
Woollen and Worsted 27 8 
Hosiery 26 8 
Brewing 15 13 


It is possible that concentration is overstated by some of these 
ratios because the assumptions made about cross elasticities of de- 
mand are untenable: it could be argued for example that the Cotton 
and woollen industries should be combined into one ‘textiles’ 
industry. If the cross elasticity of demand between wool and cotton 
is large, it is likely that it is also large between these two products 
and other fibres, which implies that producers of rayon, nylon and 
other fibres have to be included in the composite ‘ textiles’ industry. 
Clearly such an extension would be confronted with the problem of 
industrial overlapping on such a large scale that the ‘ textile’ industry 
would not even roughly satisfy the criteria of industry status. 

But it is also possible that concentration is understated if some 
of the industries as defined here are too wide. In particular some 
firms are the sole producers within their industries of some specialist 
product or service and might appear to be in something like a mono- 
poly position. The assumption made here in such cases is that the 
cross elasticity of supply or demand between such products is high, 
with the exception of one case which deserves special mention: the. 
cotton thread manufacturers, J. & P. Coats and English Sewing 
Cotton Co., have been excluded from the cotton industry throughout. 


14 Further details of each trade are given in the Appendix. 
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The existence of specialist producers provides another example of 
the difficulty in using the degree of concentration as an indication 
of the degree of monopoly. It is reasonable to assume that the 
brewers form a competing group mainly operating through tied 
public houses. Yet forward integration in this industry has reached 
such a high level that the larger brewers sell each other’s special 
bottled brands through their own tied houses, so that improved 
facilities in the tied houses of one brewer can result in increased 
sales of another brewer’s speciality. In fact, one of the largest 
brewers, Guinness, is not engaged in tied-house competition so that 
the sales of its speciality are partly dependent on the investment 
policies, and hence on the profits and sales, of other large brewers. 
Such interdependence is not revealed by any analysis of concentra- 
tion ratios, for it is implicitly assumed that separate business units 
are also independent in the competitive process, and yet interdepen- 
dence is important when assessing the type of competition in an 
industry. 

The limitations of the concentration ratios in high, medium and 
low concentration industries make it clear that such ratios are no 
substitute for the detailed description of each industry which is neces- 
sary before reaching any conclusion on the degree of competition 
prevailing. Yet these calculations remain useful summaries of the 
scope for some types of monopolistic practices, because, providing 
the definition of an industry satisfies the economists’ criteria, it is 
true to say that the chances of monopoly decrease with the decrease 
in concentration, and therefore that the high concentration industries 
merit further examination. At the same time, it is recognised that 
the collective restriction of trade and the power emanating from con- 
glomerate bigness are of equal if not greater importance. 


Conclusions 


1. In the sector of quoted companies it is extremely difficult to 
find a group of firms which satisfy the economists’ definition of an 
industry, owing to widespread integration. This suggests that in a 
substantial part of the economy the abuse of bigness as sucil, rather 
than the abuse of monopoly power, is the relevant problem for study. 

2. In the ten groups of quoted firms which qualified for industry 
status, the Distilling, Cement and Tobacco industries are highly con- 
centrated, while the Newspapers, Carpets, Cotton, Woollen, Hosiery 
and Brewing industries have low concentration. The analysis of the 
quoted portions of these industries is sufficient to obtain a true 
picture of concentration. 
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3. In the remaining industry—Cocoa, chocolate and sugar con- 
fectionery—the analysis of the quoted sector alone is misleading 
though since the total number of business units is given, it may be 
estimated that this industry has a low degree of concentration. This 
in fact is the case. 

4. Since data on quoted companies have many advantages over 
Census of Production data, it is gratifying to know that it is generally 
possible to obtain reliable estimates of concentration from the 
analysis of the quoted sectors alone. However, it is clear that in each 
industry the measurement of concentration, whether based on quoted 
assets or on the industry’s employment, is subject to many important 
qualifications as an indicator of the degree of monopoly. The 
measurement of concentration may be a useful preliminary to the 
detailed description of an industry, but it is only a preliminary. 


P. E. Hart 


University of Glasgow 
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APPENDIX 


Cumulative percentage of quoted assets owned by leading business units 


in the low concentration industries, 1952 


Newspapers and Periodicals 


Carpets 
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13° 


| Foister Clay & Ward 


J Amalgamated Press 18 T. F. Firth & Sons 13 
2 Kemsley Newspapers 33. | * John Crossley-Carpet Trades 
F Holdings 2 
3 Associated Newspapers 41 Gray’s Carpets & Textiles 37 
4 Odhams Press 49 |* John Crossley & Sons 49 
5 Dajly Mirror Newspapers 56 James Templeton & Sons 58 
6 Illustrated Newspapers 61 Blackwood Morton & Sons | 67 
ca | * Amalgamated Dec. 1953 
Cotton Wool 

1 Fine Spinners & Doublers 14 Patons & Baldwins 12 
2 Lancashire Cotton Corpora- | 26 Salts (Saltaire) 22 

tion 
3) Amalgamated Cotton Mills | 30 West Riding Worsted &| 27 

Trust Woollen Mills 
4 Combined Engtish Mills | 34 Illingworth Morris & Co. 31 

Spinners 
5 Joshua Hoyle &. Sons 38 Tsaac Holden & Sons 35 
6 Smith & Nephew Asso-| 41 Porritts & Spencer 39 

ciated Companies 

Hosiery Brewing 

J Wolsey 9 Arthur Guinness Son & Co. 6 
2 Corah (N.) (St. Margaret) 18 Ind Coope & Allsopp 11 
3 Morley (I. & R.) 26 Watney Combe Reid 15 
4 Bondor 33 Bass Ratcliff & Gretton 18 
5 Howard Ford & Co. 38 Mitchells & Butler 21 
6 42 Walker Cain 24 


MONETARY POLICY AND THE SCOTTISH BANKS’ 


THE position of the Scottish banks within the British banking structure 
has had very little attention in banking studies. The Scottish 
banking system is, of course, not a large one: the present six banks 
account for about one-tenth of the total bank deposits in the country ; 
and on a broad view there are no very marked differences from English 
banking. But the Scottish banking system has some distinguishing 
features which call for special attention. To begin with, it is institu- 
tionally separate from English banking, and it serves a distinct 
geographical area of the British economy. Further, the asset structure 
of the Scottish banks is by no means identical with that of the 
English banks and as some of the more important differences involve 
liquid assets, there are provisional grounds for expecting differences 
in the credit effects of Scottish banking operations. The differences 
in liquid asset-holding tie up with some other peculiarities of the 
system, notably with the note-issue and the character of the link with 
London. The effect is to bring the Scottish banks closer, in some 
respects, to the banking systems of the outer-Sterling area than to 
the metropolitan banks—a Scottish bank is rather like an overseas 
bank with a currency board grafted into it.? 

All this adds up to a certain individuality in the position of the 
Scottish banks within the British banking system. Practically, it 
poses questions about the relation of Scottish banks to the opera- 
tion of monetary policy and it is these that we propose to examine 
here. Two such questions are considered: first, we examine how the 
operations of the Scottish banks impinge on the volume of credit, 
and the implication of this for open-market policy and other mea- 
sures of quantitative credit control; secondly, and more shortly, we 
say something about the secular changes in Scottish banks’ ‘risk’ 
assets and their bearing on policy. No reference will be made to 
interest rate policy in the narrower sense, as the Scottish position 


‘ In preparing this paper I have been greatly helped by information 
provided most courteously and fully by Scottish banks, and by some other 
a institutions. For the analysis and conclusions, I am solely respons- © 
ible. 

? But there are some important differences, one of which is indicated 
below in footnote 10, p. 206. On the comparison between the Scottish banks 


and colonial banks, cf. A. C. L. Day, Outline of Monetary E ; 
(Oxford, 1957), pp. 427-32. f y Economics 


202 


MONETARY POLICY AND THE SCOTTISH BANKS 203 


has been discussed in a previous note in this Journal*: Scottish 
practice is quite orthodox, and while there are minor differences com- 
pared with English banking, they have no significance for the 
operation of policy. 


1. THE SCOTTISH BANKS AND THE QUANTITATIVE CONTROL OF CREDIT 
Liquidity Ratio versus Cash Ratio 


Before examining the relation of the Scottish banks to the 
mechanics of credit control, we must first look very briefly at the 
general question of how the volume of credit is determined, and 
hence controlled, and say what position is taken up here. 


In pre-war literature the emphasis was placed on the cash posi- 
tion as the controlling (and controllable) factor in the credit situation. 
According to the traditional analysis of credit-creation* the banking 
system, in the course of lending and investing, generates a certain 
volume of bank deposits. This volume depends, at the simplest 
level of analysis, on three things: the cash reserve ratios of the 
banks, the preference of the public as between holding bank deposits 
and holding cash, and the quantity of cash in the system. So long 
as the banks maintain constant cash ratios and the public does not 
vary its money holding habits, the volume of deposits can be con- 
trolled by the Central Bank through the quantity of cash in the 
system. 


This position is now rejected by many commentators: they take 
the view that because of the relative increase of short-term debt (as 
part of a general, vast rise in all unfunded debt), the arrangements 
by which the very shortest-term debt is taken up by the banking 
system, and the fact that the volume of Government borrowing is 
inelastic with respect to interest rates, the cash position has ceased 
to be a limiting factor governing the volume of credit. The banking 
system now, in effect, underwrites all government debt and is pro- 
vided with the amount of cash it needs to enable it to do this. On 
this view, control of the volume of credit turns on the supply of all 
liquid assets—cash and short-term debt—in conjunction with the 
commercial banks’ liquidity ratios, i.e. the ratios of their total liquid 
assets to deposits. Hence, as far as the credit effects of banking 


3 See M. Gaskin, ‘ The Scottish Banks’ Interest Rates,’ Scottish Journal of 
Political Economy. February 1958. ; ; 

4 See W. F. Crick, ‘The Genesis of Bank Deposits’, Economica, June 
1927, reprinted in Readings in Monetary Theory (A.E.A. Series, London, 
1952); also, Report of the Committee on Finance and Industry, (Cmd. 3897, 
1931), pp. 33-40. 
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operations are concerned, it is the liquidity ratio that is to be regarded 
as the ‘ operative’ one.° 

To the present writer it seems that the correct view of the matter 
is that there is nothing in present conditions which makes either the 
cash position or the liquid asset position inevitably the controlling 
one®: it is entirely a matter of choice on the part of the authorities. 
If they choose to operate on the total liquidity position of the banks, 
they can do so by varying the structure of debt (through funding, 
etc.) without necessarily altering the total amount of debt in non- 
official hands’ (which is what the traditional open-market operations 
did). But it is equally open to them to operate on the cash position, 
in which case they must be prepared to vary the total amount of 
debt in non-official hands (e.g. by selling to the public the Treasury 
Bills relinquished by the banking system as a result of initial open- 
market sales) and to accept the resulting level of interest rates. 

It is clear that both ratios cannot be operative at one and the 
same time: if at any given moment the liquidity position is chosen 
for control, then, so long as the banks maintain definite cash ratios, 
they must be able to adjust their cash position freely—i.e., there 
must be no limitation on the supply of cash in exchange for short- 
term assets, and vice versa. The present position appears to be that 
the authorities, so far as they are prepared to operate on the volume 
of credit (this should not be exaggerated), have chosen to exert 
control through the liquidity position, and to apply no limitation on 
the supply of cash to the banking system.* 


5 This summary of the ‘liquidity doctrine’ is no more than a sketch: 
to give a fuller account would take too long and merely reproduce what 
has been said elsewhere. Some relevant references are: W. Manning Dacey. 
“The Floating Debt Problem’ , Lloyds Bank Review, Avril 1956; W. T. C. 
King, ‘Should Liquidity Ratios be Prescribed’, The Banker, April 1956; 
R. S. Sayers, ‘The Determination of the Volume of Bank Deposits: England 
1955-56’, Quarterly Review of the Banca Nazionale del Lavoro, December 
ee also reprinted in his book Central Banking after Bagehot (Oxford, 
1957) 

6 That is, I agree with the view expressed by W. T. Newlyn in his reply 
to Sir Ralph Hawtrey’s criticisms, ‘Basic Principles of the Credit Squeeze: 
A Rejoinder’, The Bankers’ Magazine, January, 1956. Also cf. T. Wilson, 
“The Rate of Interest and Monetary Policy’, Oxford Economic Papers, 
October, 1957. 

* But they may do this. for examp'e by using a budget surplus to 
retire short-term debt. 

8 This is based on the fact that the authorities have requested the bankers 
to observe a 30 per cent. minimum liquidity ratio. while they show no 
evidence of being willing to take the steps necessary to put vressure on the 
cash position. (The factors conditioning this choice of the liquidity position 
are their desire for facility in the continuous re-floating of short-term debt, 
and the level of interest rates that they are prepared to pay to obtain it: 
cf. Wilson, op. cit., p. 241). But the position is not a clear-cut one: there 
has been at least one occasion—in the spring of 1955— when the willingness 
of the public to switch from bank deposits to Treasury Bills may have put 
pressure on the cash, rather than the liquidity, position of the banks. 
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This is the position from which we shall now proceed to analyse 
the credit effects of Scottish banking operations. It has been necessary 
to go over this ground to provide a basis for final conclusions on the 
Scottish position, although some of the analysis that follows applies 
equally to a cash-controlled system and to one controlled through all 
liquid assets. 


The Cash and Liquidity Ratios in Scottish Banking 


The Scottish banks as a small integral part of the British banking 
system play some part in determining the level of deposits in that 
system. The credit effects of their operations, and the effects through 
them of market operations by the authorities, depend on their prac- 
tices in the holding of cash and short-term assets. First of all, and 
regardless of all questions about operative ratios, the position of the 
cash reserve ratio in Scottish banking needs clarification. 

The cash held by Scottish banks is divisible into two quantities. 
On the one hand, there is an amount of Bank of England notes held 
as cover for the banks’ own ‘excess’ note-issues (i.e. the issues in 
excess of a low fiduciary level); this must be held at one or other 
of two offices (per bank) in Scotland, or at the Bank of England, and 
at present it amounts to more than four-fifths of total cash holdings.® 
On the other hand there is a quantity of cash, amounting to between 
2 and 3 per cent. of deposits, which is made up partly of legal tender 
held in branch offices (less than 1 per cent. of deposits since unissued 
Scottish notes are used as till reserves) and partly of London balances 
held at the Bank of England and with correspondent (Clearing) banks 
to meet indebtedness at the Scottish clearing and, through agents, at 
the English clearing. 

The size of the note cover fund is determined by the note circula- 
tions and over these the Scottish banks exert no control. The 
quantity of Scottish notes in circulation depends partly on the total 
currency needs of the Scottish public, partly on the extent to which 
these are satisfied by the use of Scottish notes rather than other kinds 
of circulating media. (Changes in the ratio of notes in circulation 
to deposits automatically cause changes in the ratio of total cash 
holdings; such changes account for much the greater part of the 
variations in the total cash ratios of the Scottish banks as shown, for 
example, in column 2 of Table 1, p. 207). As the note cover fund is 
a purely passive element within liquid assets, it can play no deter- 


9 A fuller account of the relationship between note-issue and cash hold- 
ings in Scottish banking is given by the present writer in “The Note-Issue 
in Modern Scottish Banking’, Scottish Journal of Political Economy, June 
1954, pp. 154-173. 
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mining part in the operations of the Scottish banks: it has no direct 
influence on the lending and investing operations of the banks, and 
hence it can have no influence on the credit effects of those operations. 
In the credit-creating process, the note cover fund is equivalent to 
currency in circulation with the public: it is part of the ‘internal 
drain’. (This means, of course, that it does play a part in deter- 
mining the volume of credit, but this part is a consequence of the 
behaviour of the public and not of that of the banks). Hence, regard- 
less of whether the cash ratio or the liquidity ratio is the ‘ operative’ 
one, when we analyse the Scottish position we must exclude the 
note cover element of cash entirely.1° In terms of credit effects, the 
equivalent in Scottish banking of the English banks’ cash ratio is 
the relatively low ratio of non-cover cash.”* 

But is this the ratio that today finally determines the credit effects 
of Scottish banking operations? In fact it is not, for the reason that 
the Scottish banks are part of a system in which the authorities choose 
to operate on the total liquidity position of the banks, and in doing 
so allow automatic and continuous adjustment of cash positions. The 
Scottish banker, like the English banker, can automatically adjust 
his cash (i.e. his London balances) by taking up, or relinquishing 
short assets, and this means that we must look at his position in 
regard to total liquid assets. 

Table I shows the proportions in which the Scottish banks have 
held their assets at various periods during the last thirty years. In 
order to eliminate disturbances in the ratios arising simply from 
changes in the comparative size of the note-issues, the assets have 
been shown as percentages of the total of deposits plus fiduciary note 
issues'*—that is, the excess issues have been excluded from the 
liabilities total. In column 3 the effect of note-issue on cash holdings 
has also been excluded by deducting from cash an amount equal to 


_ 1° We are not arguing that the note cover fulfils no reserve function: 
it does play some part as a precautionary reserve in that, if the note-issues 
were ever given up, the Scottish banks would certainly need to hold a larger 
reserve than the present non-cover cash. 

11 The Macmillan Committee was therefore wrong in recommending that 
the Scottish banks (along with other non-Clearing banks) ‘should aim at 
the maintenance of the daily average of each three-monthly period of an 
amount of cash in bank notes and balances with the Bank of England of 
a given percentage of their deposits. .’ Report, p. 158. The object of this 
was to bring their practice into line with that of the Clearing banks and to 
ensure their responsiveness to open-market operations. In fact the appro- 
priate behaviour for the Scottish banks, on the basis of the Committée’s 
approach, was constancy in the ratio of non-cover cash. Constancy in the 
ratio of total cash holdings would not give constancy in the credit effects 
of Scottish banking operations unless the ratio of note circulations to deposits 
was absolutely constant. 

12 This is practically equivalent to deposits since the fiduciary issues 
amount to only £2.7 m. 
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the excess issues (and hence equal to the statutory cover require- 
ment). However, in order to give some idea of the scale and 
movement of total cash holdings, the ratios of these have been given 
in column 2, but the movements of this ratio are to be regarded as 
occurring independently of, and without effect on, the other ratios in 
the table. 

All the ratios are calculated from annual balance sheets, and it 
must be emphasised that these appear on different dates between 
September and February (September and April, before 1954). It is 
impossible to calculate a ratio covering all the banks in every year 
because of the numerous changes in the balance sheet definitions of 
the various categories of assets. In the earlier years there are varying 
exclusions, and the result is something of a patchwork quilt. How- 
ever, this is the only way in which we can get series of ratios extending 
over these years, and the regularity of the trends suggests that the 
varying content of some of the ratios may not make much difference. 
The procedure is most dubious in columns 7 and 8 where some of 
the figures are the result of adding together ratios representing 
differing combinations of banks. 

In commenting on their liquidity position, Scottish bankers usually 
include ‘transit items’ (cheques etc.) in liquid assets, and this in- 
variably brings their liquidity ratios well above the 30 per cent. 
mark. In some cases ‘transit items’ include balances with London 
correspondents’* which are legitimately to be included in the total 
liquid assets of Scottish banks; but cheques in course of collection, 
which are a comparatively high percentage of assets on Scottish bal- 
ance sheets,** must be excluded when reckoning the true liquidity 
ratio of the system as a whole. If we take the ratio to liabilities of 
total cash, bills and money-at-call (column 7)—this is the apparent 
equivalent of the liquidity ratio in English banking—we find no 


13 The Clydesdale and North of Scotland Bank. on its annual balance sheets, 
shows balances with its parent bank (the Midland) within the total of transit 
items. These balances are considerable, of the order of 10-12 per cent. of 
deposits, and they must be in the nature of short-term assets. However, the 
balance sheet level of these may be well above the average for the year. It 
shows the position on December 31st; from the mid-year Statutory State- 
ments the level of liquid assets appears to be much lower at that time. and 
the drop is probably in this item. 

14 This percentage is very high compared with the corresponding English 
figure (3 to 4 per cent.), and is obviously due to differences of practice, and 
of speed, in the clearing of cheques. (For example, there is effectively only 
one clearing per day in Scotland, compared with the twice daily Town 
clearing in London.) The rise in the ratio between the pre-war and post-war 
years has probably been due to a mixture of causes, e.g. a secular increase in 
the use of the cheque, a smaller savings element in bank deposits, an increased 
rate of turnover of current deposits due to post-war prosperity. The rise in 
the ratio since 1954 presumably reflects the widely observed increase in the 
velocity of circulation of bank deposit money. 
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evidence of a firm 30 per cent. minimum. In the 1920’s the ratio was 
near 30 per cent. but it fell almost to 20 per cent. in the thirties, 
and remained low until 1950. Since the revival of monetary policy 
in 1951, this ratio has risen and is currently at the 30 per cent. level. 
But this is due at least as much to a relatively higher note circulation, 
causing a higher ratio of total cash holdings, as to any active decisions 
by the banks to hold more liquid assets—although this factor has 
been present also. 

This ratio, including as it does the total cash holdings of the banks, 
is only the apparent equivalent of the English banks’ liquidity ratio. 
If we want the ratio which is the operative one in the sense of con- 
trolling the Scottish bankers’ actions and thus determining the effects 
of these actions on the credit volume, we must exclude from it any 
asset holdings which are passively determined. This means that 
we must exclude the cover element of cash, since this is passively 
determined by the size of the note-issues. The true liquidity ratio 
for the Scottish banks is the ratio to liabilities of bills, money-at-call 
and non-cover cash (column 8 of Table I). It is not suggested here 
that the Scottish bankers are consciously influenced by this as an 
overall ratio; but so long as the constituents are determined by 
positive decision, this liquidity ratio will be the operative one for 
them in a system in which the supply of cash is not a limiting factor. 


The Behaviour of the Liquidity Ratio 

In recent years this ratio has been moderately stable at around 
16-17 per cent. This figure, of course, only shows the position on 
balance sheet dates; we know little of its intra-annual movements, 
but as all the balance sheets but one appear in the final quarter of the 
year, it is probably above the average for the year as a whole.** Its 
lowness compared with the liquidity ratio of the English banks, is 
not due solely to the small cash component: the Scottish banks 
also maintain lower ratios of short-term assets. Compared with the 
Clearing banks, they show rather higher ratios of money-at-call, but 
very much lower bill ratios. 

Short-term assets play a vital part within the reserves of Scottish 
banks: they support the very low reserves of working balances held 
with correspondents and with the Bank of England. Loans to the 
market (at the present time almost entirely day-to-day money) are 


15 In the final quarter, short-term assets rise jn anticipation of the sea- 
sonal fall in deposits in the first quarter of the new year. ; 

In comparison with English figures, Scottish asset ratios are slightly de- 
pressed when calculated (as here) on the basis of gross deposits. This is 
because the difference between gross and net deposits is comparatively 
greater in Scottish banking due to the larger float of transit items. 
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much the most important short-term assets; it is to a considerable 
extent by varying them that changes in the London cash position 
are met.!® Bills are for the most part a marginal asset, being less 
liquid than loans, and in the case of some banks the holding of bills 
is a seasonal matter.*’ 

On these general grounds there must be a definite minimum below 
which the ratio of short-term assets cannot be allowed to fall. Just 
how low it can be allowed to go can be seen in Table I. In the 
1920’s it was over 20 per cent.; but in the 1930’s it fell to about 15 
per cent. This fall was presumably due to low rates of interest on 
short-term assets, but an added factor was a fall in the supply of 
commercial bills.1* The decline in short assets was wholly in bills, 
money-at-call remaining constant. During the war and the immediate 
post-war years the ratio of liquid assets (excluding Treasury Deposit 
Receipts) fell even further, to an average of around 13-14 per cent. 
although, again, money-at-call was not reduced. During this period, 
compared with the English banks, there was remarkably little dis- 
turbance of the asset-structure of the Scottish banks. They were not 
involved to any great extent in the holding of T.D.R.s; within their 
assets these merely counter-balanced the decline in advances, and as 
the issue of T.D.R.s was reduced after 1945 the resources freed were 
used to re-expand advances. As a result the Scottish banks escaped 
the high liquidity that affected English banking in 1949-51, and they 
were not involved in the compulsory funding operation of November 
1951. 

Since 1951 the average ratio of liquid assets of the Scottish banks 
has risen, and this has probably been due to a mixture of reasons. 
The greater uncertainty following the introduction of the new mone- 
tary policy has undoubtedly been one reason, and this is perhaps 
measured by the rise in the ratio of money-at-call. The higher rates 
of yield on short-term assets, especially in recent years, and the 
generally bearish outlook in gilt-edged have also played a part: the 
slightly higher bill ratio may be due more directly to these factors. 


_.18 This may have explained the retention by the Scottish banks of the 
right to call money from the market at any time of the working day, as 
noted by Balogh in Studies in Financial Organisations (Cambridge, 1946) p. 
127. Today, it is understood that only one of the banks maintains this ar- 
rangement, and this only in respect of a small proportion of its day-to-day 
money. 

17 T have heard the view that some banks ‘buy in’ Treasury Bills for 
balance sheet dates, as a kind of window dressing. If this happens, it is 
presumably at the expense of money-at-call. 

18 Cf. ‘Scottish Banking and Cheap Money’, The Banker. November 
1938. p. 168. This article suggests that the sharp fall in discounts was due 
in large measure’ to the decline in the foreign trade business of the 
Glasgow area. 
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It would be interesting to make a detailed comparison of movements 
in the liquidity ratios of the English and Scottish banks during this 
period. This would give us a clearer picture of the part played by 
the Scottish banks in the holding of short-term debt, but is ruled out 
by the lack of monthly figures for the Scottish banks. So far as the 
comparison of annual averages shows anything, it is that, allowing 
for the upward trend of the Scottish ratio during these years, the 
Scottish figure is not so variable as the English one, and this lends 
some strength to the impression—it cannot be put any higher than 
that—that the Scottish banks do not participate in the informal 
mechanism whereby variations in the volume of short-term debt (or 
of non-bank holdings of it) are absorbed more or less automatically 
by the English banks. 

From the past record of the Scottish banks’ holdings of liquid 
assets examined here, as well as from the general considerations which 
govern these holdings, we can say that while the average liquidity 
ratio of the Scottish banks is subject to variation it will have some 
definite minimum, and this is probably in the region of 13-14 per 
cent. This absolute minimum is likely to be revised upwards by 
2 or 3 per cent. in periods when the monetary outlook is uncertain ; 
while the actual amount of short-term assets that they are prepared 
to hold may be even greater than this when short-term rates are 
high, or when there is uncertainty about the long-term rate. 

The fact that the operative liquidity ratio of the Scottish banks 
is lower than that of the English banks means that, relatively, the 
credit effects of Scottish banking operations are greater than those 
of English banking operations (this would be so to an even greater 
extent if the cash ratios were the operative ratios). So, if we take a 
simplified, theoretical view of the credit-creating process, a given 
volume of liquid assets will support a greater volume of deposits in 
Scottish than in English banking.*® But, of course, monetary con- 
ditions in Scotland are governed by its place within the real economy 
of Britain as a whole. The Scottish system must keep in step with 
the major system and this means that the relationship between the 
levels of deposits in the two systems is determined by ‘real’ rather 
than monetary factors (defining ‘real’ to include the money-holding 
habits of the populations concerned, as well as the factors of indus- 
trial structure). Any extra credit-expansiveness due to the Scottish 


19 A.C. L. Day, in his Outline of Monetary Economics, p. 429, gives an 
example of the effects on credit of a movement of reserves between two 
systems maintaining different reserve ratios, from which he appears to ex- 
clude the Scottish banks: according to the argument presented here he need 
not have excluded them. 
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banks’ reserve practices will spill over into the system at large, 
raising the average level of deposits above what it would be if the 
Scots observed English liquidity conventions. 

Practically, the interdependence of the levels of deposits in the 
two systems is of decisive importance in determining the volume of 
deposits in Scotland. The fact that the English banks, by and large, 
have not expanded deposits up to the hilt of their liquidity positions, 
has kept down deposits in the system as a whole, and has more than 
offset any tendency to expansion through the operation of the Scottish 
banks nearer to their minimum liquidity ratios. 

Another way in which the interdependence of deposit levels 
operates to affect Scottish deposits is seen when there is an absorption 
of bills by the Scottish banks. From the point of view of the Clearing 
banks, the Scottish banks are ‘ outside’ holders of bills, and variations 
in their holdings affect the amount which the English banking system 
must take up.” If the Scottish banks increase their bill-holdings, 
this reduces the supply to the English banks. If these banks are 
already at their minimum ratio, the effect will be to impose a contrac- 
tion of assets and liabilities on them. The decline in English deposits 
will react on the Scottish system to cause its deposits to fall. This 
is a similar set of effects to what happens when bills are absorbed 
by non-bank holders, but the quantitative effect on total deposits is 
smaller in the case of absorption by Scottish banks since there is no 
initial extinction of deposits when they take up the extra bills. The 
contractionary effect for the system as a whole can be regarded as 
resulting from a rise in the (weighted) average liquidity ratio. 


The Implications for Policy 

The final questions to consider in this section are the relation of 
Scottish banking practices to the needs of present policy, and the 
position of the Scottish banks in regard to certain new measures of 
credit control which may be adopted in the future or, as in the case of 
the special deposits scheme announced in July, have been actually 
adopted. 

The fact that the Scottish banks undoubtedly have some minimum 
liquidity ratio means that there is a point at which a shortage of 
liquid assets will cause them to contract other assets. But the mini- 
mum is probably even less clearly defined than it was in the English 
case before the recent official request, and more subject to influence 


20 The mode of taking up bills does not affect this. In practice, half the 
Scottish banks—those affiliated with English banks—follow the Clearing 
banks’ practice of buying Treasury Bills only from the discount market. The 
others normally obtain their bills by direct tender. 
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by the level of short-term rates. It might help the operation of credit 
policy if the minimum ratio was made firmer, but the variability of 
the Scottish ratio, especially in response to a rise in bill rates, is 
possibly useful to the controlling authorities as a means of increasing 
the pressure on the liquidity position of the banking system as a 
whole when stringency is needed. There would not be much point 
in requiring the Scottish banks to raise their liquidity ratios to a level 
comparable with the English ratio (it would not be easy to define 
‘comparable’ here”). Such action would merely find a home for an 
extra slice of the floating debt; the amount involved would not be 
large—perhaps £70 m. at the most—and it would be a once-for-all 
operation. 

What is the position of the Scottish banks in regard to mea- 
sures such as the recent special deposits scheme, or prescribed 
variable liquidity ratios—measures, that is, for controlling the volume 
of credit by obliging the banks to hold prescribed variable amounts 
of particular kinds of assets? We can distinguish two main situations 
in which such devices might be brought into play. 

The first is where an increase in banks’ liquidity is foreseen, as a 
result, say, of an anticipated budgetary deficit, and the measures are 
invoked pari passu with the creation of the excess liquidity. In this 
case there is no reason why the Scottish banks should not take up a 
proportionate share of the obligatory assets—proportionate, that is, 
to their total resources. 

In the second situation the position is not so clear: this is where 
the measures are invoked—funds called into special accounts or 
higher liquidity ratios prescribed—to wipe out an existing amount 
of excess liquidity. [In these circumstances, the Scottish banks might 
well be operating nearer to their liquidity minima than the Clearing 
banks, since they may not automatically participate in the holding of 
increases in the floating debt; but this in itself would not be a ground 
for exempting them from carrying a share of the obligatory assets. 
The fact that they tend to be less involved in excess liquidity when 
it affects the system as a whole is capable of two interpretations, 
either of which might apply at different times. It might mean simply 


21 For example, some account would have to be taken of the fact (men- 
tione | above. rote 10. p. 206) that part of the cover funds are to be regarded 
as fulfilling a necessary reserve function. This would mean counting a 
certain proportion of them within the total of liquid assets when determining 
the amount of other liquid assets to be carried. But the proportion so 
counted would have to lie outside the range of variation in the ratio of 
total cover funds, otherwise changes in the ratio of note-issues to deposits 
would produce variations in the operative liquidity ratios of the Scottish 
banks. The simplest course would be to require them to hold the same 
minimum proportions of money-at-call and bills as the English banks—i.e. 


about 22 per cent. 
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that a greater amount of liquidity is being put on the Clearing banks, 
and in this case it is arguable that there is no reason why the Scottish 
banks should be excused their share of the obligatory assets. On 
the other hand, it might be that the increased holdings of liquid 
assets of the English banks are matched by larger portfolios of se- 
curities on the part of the Scottish banks: this would necessarily 
be the case where the increase in banking resources has been general 
and the expansion of bank advances has been restricted.?? In this 
case it could le argued that the Scottish position is playing its part 
in reducing the average liquidity of the system as a whole, and that 
the absence of excess liquidity is a ground for exempting the Scottish 
banks from taking up the obligatory assets. 

Whatever the circumstances, other banks might object to any 
major differences in the application of these policies to the two 
systems, on the grounds that banks that did not fully participate in 
the holding of obligatory assets would escape the disadvantages of 
greater illiquidity and, possibly, of lower yields. Past experience— 
with T.D.R.s—suggests that such objections would not be pressed, 
but if it were decided that the Scottish banks, in spite of their not 
being excessively liquid, should hold a proportionate share of the 
obligatory assets this would almost certainly mean that they would 
have to liquidate securities, and the question of capital losses would 
arise ; it might have to be considered if they should not be allowed 
to exchange their gilt-edged for these assets on special terms. But 
one would expect that this kind of problem would be of diminishing 
importance, for two reasons. First, the Scottish banks are probably 
much less inclined on all counts to hold gilt-edged than they were 
prior to 195i, so that they will tend to keep more in line with the 
general liquidity position in the system as a whole. Secondly, if 
policy measures of this kind become a permanent feature of the scene 
the use of them will probably become increasingly anticipatory, so 
that the first case will be the more usual one. 


A third possible situation—an unlikely one, perhaps—would be 
one where credit measures of this kind were invoked with the object 
of forcing a positive contraction in total banking resources, without 
any excess liquidity either in being or anticipated. In this case all 
banks, English and Scottish, would be compelled to liquidate ‘ risk’ 
assets, and the process would be as painful for the one group as the 


22 The comparative development of asset structures during the war, and 
down to 1950, provides a clear example of this second case. Examples of 
the previous case have probably existed over shorter periods since 1950, 
although, as we have already said (above, p. 211), Scottish banking statistics 
are too inadequate to allow any firm conclusion on this point. 
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other. As in the first case, there appear to be no technical grounds 
here for any difference of treatment between the two groups of banks. 


2. ADVANCES AND INVESTMENTS IN SCOTTISH BANKING 


In the recent phase of credit restriction the authorities have not 
relied simply on quantitative control over credit: they have also 
‘requested’ the banks to reduce or to limit the level of their loans 
and advances. This action rests on two considerations. The first 
is the view that bank advances lead very rapidly to income-creating 
expenditures, and that consequently reductions in advances lead more 
rapidly and more certainly to lower money outlays than when other 
types of bank assets, and particularly securities, are reduced. The 
second basis for control of advances, and the one that concerns us 
here, is the fact that the banking system, partly through war finance, 
partly through a secular decline in the demand for bank loans,”* holds 
far more Government debt and has far fewer advances than it would 
like. The banks are therefore under a constant incentive to increase 
the proportion of advances within their total assets, and this means 
that when ‘risk’ assets have to be reduced, they sell securities rather 
than cut advances. (it was this action, in the face of a policy 
Operating to restrict totai credit, that led to the ‘request’ of July 
1953.) 

The position of the Scottish banks in regard to Government debt 
and loans and advances is basically the same as that of the English 
banks—they hold more of the one and less of the other than they 
would choose—but the historical development of this position has 
been somewhat different. The Scottish banks have for long been 
accustomed to hold comparatively higher proportions of securities: 
in the period 1926-28 the Scottish ratio of 36 per cent. compares with 
17 per cent. for the Clearing banks; and if we go back to 1908-10 
(using the joint-stock bank totals for England and Wales) the ratios 
were 32 per cent. and 20 per cent. Up to the 1930s the relatively 
higher level of security holdings in Scottish banking was only to a 
very slight extent at the expense of advances (in 1926-28 the 
Scottish and English advances ratios differed by 4 per cent.). For 
the most part, the higher investments ratio was accompanied by a 
lower cash ratio (that is, excluding cover funds which, in calculating 
these ratios, we have simply set off against the excess note issues, 
as before) a lower ratio of other liquid assets, and a markedly 


23 Cf, R. S. Sayers, Modern Banking (2nd Edition), p. 237-46; also 
H. G. Johnson, ‘Some Implications of the Secular Changes in Bank Assets 
and Liabilities’, Economic Journal, September 1951, p. 550. 
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higher proportion of capital and reserves within total liabilities.** But 
of course these were merely permissive factors: they do not explain 
why the Scottish banks chose to maintain such a high ratio of 
securities to deposits. The explanation probably lies partly in de- 
mand—Scotland has presumably been affected by the same secular 
decline in demand for bank finance as England?’—but partly also 
in the tradition, deriving from the nineteenth century, of regarding 
Government securities as liquid assets which form part of the reserves 
and hence add to general security.”® 

During the thirties there was a rise in the Scottish banks’ invest- 
ments ratio, and a corresponding fall in the ratio of advances. This 
paralleled a similar movement in English banking, but it went much 
further in Scotland for two reasons. In the first place advances in 
Scotland fell more sharply than in England, due to the greater 
severity of depression.*’ Secondly, there was a marked decline in 
the volume of bills carried by the Scottish banks, the reasons for 
which we have already discussed.** The result, by the end of this 
decade, was a very high ratio of Government securities. 

We have noticed the relative freedom of the Scottish banks’ asset 
structure from disturbance by war and post-war finance. A con- 
sequence of this was that the investments ratio was unchanged 
during the war, and was not affected by the funding operations in 
the early 1950s. 

With due allowance for special historical factors inclining them to 
hold comparatively high ratios of investments,”® the Scottish banks 
undoubtedly regard the ratios that have prevailed during the last 
twenty-five or thirty years as excessive. Evidence of this can be 
found in the steady downward trend in these ratios in the post-war 


24 In 1926-28 the capital and reserves of Scottish banks were 14 per cent. 
of total liabilities, excluding excess note-issues; the corresponding English 
figure (for the joint-stock banks) was 6 per cent. This high ratio of capital 
accounts for the fact that the 1926-28 percentages in Table I add up to 
considerably more than 100. 


25 As indicated by the ratio of advances to national income. If we use 
Professor A. D. Campbell’s figures of Scottish income, the level and the 
trend of the ratio for Scotland, since the 1920s, are very much the same as 
for England and Wales. 


26 During the earlier part of the nineteenth century, securities fulfilled 
the function of a buttress of the London balances which, in later decades 
of the century, came to be performed by Money Market assets. Cf. F. S. 
Taylor, ‘Banking in Scotland’, Scottish Banking Practice No. 1. (Institute 
of Bankers in Scotland), 2nd ed. p. 24. 

27 Greater, that is, than the average severity in England and Wales. 

28 Above, p. 210. 

79 One of these—a possible tendency to hold the equivalent of capital 
and reserves in securities—will have been weakened in its effect by monetary 
inflation. Due to this, capital and (declared) reserves are today only about 
5 per cent. of total liabilities (excluding excess issues). 
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period. After 1948 the expansion of advances was at the expense of 
investments; between 1949 and 1951, investments fell by about 
£50 m. against a rise in advances of £50-60 m.*° There was a re- 
versal of this trend between 1951 and 1953; but again in 1955 invest- 
ments were liquidated to meet a decline in total resources and to 
sustain a rising level of advances. *? 

The implication of this for policy is that Scottish bank advances 
are insensitive to pressure on total bank deposits, but there is one 
factor which may make Scottish advances rather less insensitive than 
English advances. This is the higher investments ratio itself: the 
higher proportion of securities may make the Scottish banks rather 
more sensitive to a fall in security prices and hence less inclined to 
shed securities in times of high interest rates. On the other hand, 
when interest rates are high they may feel themselves under greater 
pressure than the English banks to increase their gross revenues due 
to the higher proportion of interest-bearing deposits carried.*? In 
any case, the power of high interest rates to discourage the banks 
from liquidating securities is likely to diminish as more and more of 
their holdings of debt is replaced by issues at the higher interest 
rates of recent years. Altogether, as far as policy is concerned, the 
position of the Scottish banks in regard to investments and advances 
is the same as that of the English banks. 


3. CONCLUSIONS 


In this paper we have reviewed the major technical aspects of 
credit control as it relates to the Scottish banks, and as it involves 
their reserve practices and asset structures. The conclusions may 
be briefly recapitulated : 

1. The asset structure and reserve practices of the Scottish banks 
are different from those of the English Clearing banks and this puts 
them in a different position in relation to the technical requirements 
of credit control policy. So far as the liquidity ratio is the operative 
one for present-day policy, it is to be defined in Scottish banking as 
the ratio of non-cover cash, money-at-call and bills. As such it is 


30 The Scottish banks began to liquidate jnvestments before the English 
banks, but this was due purely to the differing asset structures of the two 
systems. After 1945 the English banks had more floating debt, and espe- 
cially T.D.R.s, than the Scottish banks, and so were able to increase advances 
to a greater extent without liquidating securities. : 

31 For a more detailed analysis of the trends in recent years—see a note 
by the present writer, ‘Scottish Banking Trends, 1950-56’, Scottish Journal 
of Political Economy, February 1957. } Za ; 

32 This question is discussed by the present writer in ‘The Scottish 
Banks’ Interest Rates’, Scottish Journal of Political Economy, February 1958, 
pp. 72-4. 
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very much lower than the 30 per cent. minimum required of the 
English banks. In applying any measures requiring particular action 
on the part of the banks, the authorities should have regard to this 
difference, and also to any difference in the distribution of excess 
liquidity between the English and Scottish systems. 

2. The position of the Scottish banks in regard to risk assets is 
the same as that of the English banks. Scottish banks, too, are 
‘underloaned’ and ‘ overinvested,’ though in the immediate future 
their higher proportion of securities may make them more sensitive 
to the deterrent of high interest rates. 

We have looked at the application of policy to the Scottish banks 
purely in the light of technical and banking factors. We have taken 
no account of regional considerations that might conceivably modify 
the application of any policy measures of the ‘control’ or ‘ directive’ 
kinds. If it were desired to allow some regional difference in the 
impact of a credit policy, this might influence the comparative appli- 
cation of the measures to the Scottish and the English banks. But 
this opens up quite different aspects of the matter, which cannot be 
pursued here. 

M. GASKIN 


University of Glasgow 


THE UNION OF THE CROWNS IN 1603 AND THE 
DEBATE ON ECONOMIC INTEGRATION 


THE history of the states of the Western world displays the operation 
of two contrary forces: the one tending to the fusion of hitherto 
independent units, the other tending towards fragmentation. Because 
no systematic study of underlying influences has been undertaken, 
historians and politicians alike have generalised glibly about the rela- 
tive importance of political and economic considerations, using, as 
a rule, the instances that best suited their immediate argument. Thus, 
a century ago, Friedrich List claimed that ‘all examples which 
history can show are those in which political union has led the way, 
and the commercial has followed.' Fifty years later, in the debates 
in Parliament on Imperial Preference, Joseph Chamberlain main- 
tained that ‘in all previous cases commercial union preceded political 
union,’ and, in his support, Balfour cited the history of Anglo-Scottish 
relations as an example of this sequence. This allusion served at 
Icast to stimulate some enquiry by Scottish economic historians, and, 
since the publication in 1904 of Scott’s article on ‘The Fiscal 
Policy of Scotland before the Union,’* the complex of forces which 
produced the Parliamentary Union of 1707 has been subjected to 
increasingly close examination. Mr. Carstairs’ article in this Journal 
in 1955 proved that the theme is by no means exhausted. 

The place of the Union of the Crowns of 1603 in the pattern of 
Anglo-Scottish relations has, on the other hand, received relatively 
little attention at the hands of economic historians in either country.® 
This is perhaps scarcely surprising since the long prelude—the phase 
of hostility and suspicion between the Wars of Independence and 
the rapprochement between James VI and Elizabeth I—has been 
interpreted wholly in diplomatic and political terms, and the acces- 
sion of James to the English throne as the mutually convenient 
termination of open hostility. For both nations the immediate pros- 
pect was political security, and though some indirect economic benefit 
was thereby likely, neither side envisaged the Union of the Crowns 
itself as an economic act of any consequence. Any other attitude 
was scarcely likely, for men still living in 1603 could recall the 


1F. List, National System of Political Economy (Trans. S. Lloyd, 1904), 
p. 103. 

2 Scottish Historical Review, Vol. I (1904), pp. 173-190. 

*The exception being T. Keith, Commercial Relations of England and 
Scotland, 1603-1707 (1910), pp. 3-32. 
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bitterness of invasion and open warfare: Pinkie and the ‘Rough 
Wooing’ were little more than fifty years distant, and Dame Scotia’s 
ruling that ‘ there suld be na familiaritie betuix inglis men and scottis 
men 4 had not lost all its force. 

Nevertheless by the closing years of the 16th Century a substantial 
measure of rapprochement was evident. In the field of European 
diplomacy and in their relationships with Ireland, James and the 
ageing Elizabeth were moving more closely in accord; Scotland’s 
bonds with England’s old enemy, France, were beginning to fray ; 
the Protestant creed was common to the majority in both countries ; 
with better diplomatic relations, commercial contacts became more 
regular and Scotsmen became increasingly aware of the industrial 
vigour of England. Given, therefore, the common kingship and the 
stability of political relationships which the Union of the Crowns 
promised, the problem was to determine how far and how fast the 
two economies should be drawn together by official and by informal 
action. 

The King himself had no doubts. ‘He hasteneth, wrote Bacon 
after their first meeting, ‘to a mixture of both kingdomes and nations, 
faster perhaps than policy will conveniently bear.’* Bacon’s response, 
a philosophical tract on the conditions in which natural unions take 
place, flicked a string on which James loved to play. ‘I am the 
husband,’ he said, ‘and the whole isle is my lawful wife,’ and, 
coming even closer to his favourite obstetric topic, ‘England and 
Scotland should join and coalesce . . . as two twins bred in a single 
belly."* The Scottish Parliament—an obsequious monarch-ridden 
body—took up the strain. As ‘the present age is Ravished in admira- 
tion with ane so fortunate beginning,’ and ‘so that posteritie may 
rejoyce in the fruition of sic ane effectuale union of two sa famous 
Kingdomes,”’ it faithfully obeyed the royal command to appoint a 
group of commissioners to negotiate with the English for a Treaty 
of Union for submission to both Parliaments. 

While the parliamentary engines were being thus warmed and 
tested, James moved into immediate action in the arena within which 
he could operate without statutory authority. The range was con- 
siderable, for prerogative powers were still ill-defined and his influ- 
ence over judicial and executive appointment and promotion was 
extensive, while the considerable fund of good-will which existed in 


4 The Complaynt of Scotlande (Ed. J. A. H. Murray, 1872), p. 107. 

> Letter to the Earl of Northumberland. auoted in J. Snoddinte: The Life 
and Times of Francis Bacon (1878), Vol. 1. p, 413. 

®° My extracts from the King’s speeches and writings are taken from C. H. 
Mclllwain. The Political Works of James I (Harvard, 1918). 

7 Acts of the Parl. of Scotland (1681), p. 378. 
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London in 1603-4 confirmed his own view of the high prestige of 
kingship. 

His earliest actions indicate his anxiety for the economic integra- 
tion of the two realms. By proclamation of 8th April, 1603—only 
fifteen days after Robert Carey’s breathless arrival at Holyrood—he 
made the £6 Scots gold piece legal tender in England at 10/- sterling, 
thus confirming the 12: 1 ratio which the two currencies had reached 
by about 1600. The following year Napier of Merchiston, General 
of the Mint in Scotland, instituted negotiations in London to bring 
the monies of the two countries to ‘a conformity and equall good- 
ness,’ which, in the words of a Proclamation of November 1604, was 
not only * a necessar preparation for the union of the saids Kingdomes, 
bot ane essentiall pairt of the samen.’* The immediate practical 
outcome was the issue of sets of gold and silver coins of almost 
identical design and enjoying freedom of circulation in both king- 
doms. At the head of each set stood the unit, the name symbolical 
of the intention to ‘unite the gold coinages of England and Scotland 
as James had united the Crowns.’® In a measure the intention was 
realised, and the close relationship maintained between the two 
coinages after 1604 must stand high among the tangible economic 
results of the Union of the Crowns. 


The accomplishment of the King’s desire for complete commercial 
integration hinged ultimately on the completion of a Treaty of 
Union. In anticipation of this he was able, by use of prerogative 
powers and by the temporary compliance of his subjects, to secure 
a substantial easing of the conditions on which trade between the two 
countries was conducted. One aspect of this can be readily illustrated 
by reference to the English Port Books for the early 1600s. Two 
forms of import duty were levied: the ‘subsidy,’ 1/- in the £ on 
the official value, which was levied on all imports irrespective of the 
nationality of the importer, and the ‘custom,’ a further 3d. in the £, 
which was levied on merchandise brought in by aliens. Thus on 
17th December, 1604, the Gift of God arrived at Boston (Lincs.) from 
Scotland with a cargo of salt on which the Scottish owner paid 16/- 
subsidy and 4/- custom.’® If the arrival had been ten days later 
the owner would have saved the 4/-, for from Christmas 1604 the 
custom was no longer levied on Scottish-owned goods. For customs 
purposes, Scotsmen ceased to be aliens. 


8R. W. Cochran-Patrick, Records of the Coinage of Scotland (1878), 
Vol. 1, pp. 210-15. 

9 A. E. Feaveryear, The Pound Sterling (1931), p. 81. ; ; 

10 The Port Books of Boston, 1601-40 (Ed. R. W. K. Hinton, Lincoln 
Record Society, 1956), p. xxiv. 
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Scotland had been late in adjusting her fiscal policy to “mercan- 
tilist’ principles. Traditionally the characteristic features had been 
a general export duty with periodic bans on specific exports, and it 
was not until 1597-8 that a general import duty was levied. Even 
then the overall tone of Scottish fiscal policy remained strikingly 
moderate in comparison, for example, to the intensity of restriction 
in the decades leading up to 1707. It is clear that by the customs 
remissions made immediately after James’ departure to London, the 
Scottish authorities established virtual free trade to and from Eng- 
land, at any rate for native commodities. As early as June 1603, 
the Scottish Council ruled that ‘Adrian More, Inglisman .. . now 
being our Souerane Lordis subject, sould be frie of all outward 
custome,”!! and in the next two or three years it held steadily to the 
proposition that ‘be the Unioun the commerce of all thingis is frie 
betuix the kingdomes.’’? The immediate cost of the remissions in 
terms of loss of revenue is reflected in negotiations between the 
Council and the farmers of the Scottish customs who argued that 
in the financial year 1605-6 their takings would be down by 
£13,000."* 

Meanwhile the Scots Commissioners, fortified by an expenses 
allowance of 16,000 merks from the Convention of the Royal Burghs, 
had proceeded to London and entered into joint conference with the 
English. On the Scots side Lord President Fyvie—formerly plain 
Alexander Seton but soon to be Earl of Dunfermline—played a 
leading role, abetted by Sir Thomas Craig whose De Unione Reg- 
norum Tractatus was the outstanding Scottish literary contribution 
to the case for close union. The Conference, ‘a grave and orderly 
assembly ’'* according to Bacon, quickly produced an Instrument'® 
for submission to both parliaments, the articles of which were to con- 
stitute the agenda for debate in the ensuing years. 

Directly or indirectly all the Articles had some economic implica- 
tion. Thus the ‘hostile laws” which the Conference recommended 
for repeal included some which banned trade in specified commodi- 
ties. On the status and rights of nationals, the Conference distin- 
guished between ante-nati (those born before 1603) for whom 
complete freedom of access to office was to be delayed ‘ until tyme 
and conversation have accomplished an Union in the hartes of all 
the people,’ and the post-nati who were to enjoy complete citizenship 
in either country. In the strictly economic field the Conference | 


1! Register of the Privy Council of Scotland, Vol. VI, p. 577. 
12 Ibid., Vol. WII, pp. 80 and 347. 

13 Ibid., Vol. VII, p. 392, and Vol. VIII, p. 8. 

14 Essays (World’s Classics Edit. 1921), p. 59. 

15 National MSS of Scotland, Vol. Ill, No. 85. 
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concentrated mainly on trade and shipping. Broadly the proposals 
envisaged complete reciprocity in trading privileges, extending even 
to the shipment from one country to the other of most of the goods 
hitherto subject to prohibition or restriction. For native commodities, 
‘the growth or handiworke of either of the said Realms,’ the Confer- 
ence recommended, with some important exceptions, as great a 
degree of freedom of transit between the two countries as between 
any two ports in either. ‘Touching the indifferent shipping of com- 
modities either in English or Scottish Bottomes’ (a sore point in 
mercantilist controversy), the Conference took the remarkably liberal 
view that ‘Englishmen and Scotishmen and either of them may 
fraught and lade their goodes each in others Shippes and Bottomes, 
indifferentlie and respectivelie.” The one doubt lingering in the minds 
of the Commissioners concerned equality of privilege in importing 
goods from France where—according to the English—the Scots 
traded in advantageous circumstances. Though the Conference could 
detect no evidence of such discrimination at Bordeaux, it was evi- 
dently doubtful about Normandy, and to resolve doubt advised the 
dispatch of ‘ffower meete and discreete persons’ to investigate on 
the spot. 

The position, therefore, in 1604-5 was that a substantial easing 
of trading conditions between Scotland and England had been tempo- 
rarily effected by prerogative action, and, in the Instrument of the 
Conference, both nations were confronted with specific proposals for 
the elaboration and perpetuation of this easement. Because of 
the exemptions, notably of fishing rights and the traffic in raw wool, 
the proposals did not contemplate the creation of a completely free- 
trade area. None the less their language and spirit seem closer to 
Adam Smith than to Colbert. The next step lay with the respective 
parliaments, but various hindrances, notably the plague and the 
Gunpowder Plot, delayed formal consideration until 1606. The Scots 
parliament, in its Act Anent the Unioun,’® then formally approved 
the Articles of the Conference with the all-important proviso that 
nothing should become effective until the English parliament passed 
a parallel act. 

The prospect for any such act was bleak, for though the English 
were willing to repeal most of the hostile laws and were anxious to 
participate in the pacifying of the Borders, the main positive measures 
proposed by the Conference released a torrent of legal and economic 
argument, heavily embellished with polemical abuse. Certainly the 
most fiery invective was levelled against the proposed common citizen- 


16 Acts of the Parl. of Scotland (1816), Vol. IV, p. 366. 
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ship. So far back as 1593 the Jesuit Robert Parsons, writing his tract 
on the succession to the English throne,’7 had maintained that Scot- 
land could ‘bring no other commodity to England than increase of 
Subjects,’ and in the English parliamentary debates zoological 
metaphor was strained to the limit to describe the ravening hordes of 
Scotsmen waiting the chance to flood southwards. There was no lack 
of answers. Sir Thomas Craig argued that, under perfect union, English 
capital and organising skill (‘wherein we confess ourselves their in- 
feriors’) would flow to Scotland to blend with the abundant labour 
already there.1® Furthermore, he said, if the Scots were, as a result 
of political union with England, to sacrifice their social intercourse 
with France, they should, in all equity, be allowed ‘chances of 
employment and office’ in England. In the House of Commons, 
Bacon ridiculed the fears of Fuller and others that ‘Pharaos Lean 
Kyne will feed upon our full pastures.’ There was plenty of scope, 
he said, for fresh manpower on the land, on the seas and in the 
new overseas plantations, and in any event Scotsmen were too sensible 
to move unless the prospects of employment were good.'® Bacon’s 
promotion to the office of Solicitor-General was well-timed, for in 
1608 this question of citizenship was to be determined, not in parlia- 
ment, but in a collusive action in the English courts where, by an 
overwhelming majority, the judges held that birth after 1603 
automatically conferred common citizenship. 

But ‘the blood of union,’ wrote a contemporary, ‘ cannot run into 
the Veynes of the Commonwealth without an Act of Parliament,’ 
and in the debates over the commercial proposals complete impasse 
was reached. The King could afford a detached view: ‘ Whereas,’ 
he wrote, ‘some may thinke this Union will bring prejudice to some 
Townes and Corporations within England ; it may bee a Merchant or 
two may have an hundred pounds lesse in his packe: But if an 
Empire gaine and become the greater, it is no matter.’ But though 
he harangued them in a speech which occupies six pages in the 
Commons’ Journal, James could make no inroads on the objections 
of the English Members and their merchant constituents. 

These objections were based on two broad propositions.2® The 
first—and much the less important—was that the Scots still enjoyed 
substantial privileges in France and that to admit them freely to the 


17 Published under the pseudonym of ‘R. Doleman’, A Conference about 
the next succession (Amsterdam, 1593). 

18 De Unione Regnorum Tractatus (Scot. Hist. Soc., 1909), p. 454. 

19 Journal of the House of Commons, 1547-1628, p. 333, ana E. A. Abbott, 
Francis Bacon (1885), pp. 114-15. 

20 What follows is drawn from The Union of England and Scotland, 1606 
(Harleian MSS 1314, British Museum), and The Objections of the London 
Merchants, Calendar of State Papers, Domestic, James I, 1603-10, p. 336. 
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carrying trade between France and England would be prejudicial to 
English merchants and shippers. The second was altogether wider, 
being based on the proposition that complete equality would jeo- 
pardise the financial resources, the commerce, and the security of 
the realm of England. The remission of the ‘ aleyn or petit Custome’ 
on goods imported by Scotsmen already meant loss of revenue, and 
if complete free trade were to be established the loss would clearly 
be much greater. Furthermore, in the absence of what Viner calls 
“complete autonomy of administration, with reliance upon mutual 
integrity and efficiency,’ the English suspected that remote Scottish 
ports would become back doors through which English goods would 
be slipped duty-free to Continental markets. The threat to English 
commerce and security arose—according to English arguments—from 
the Scots’ ability to undercut so seriously that in conditions of com- 
plete freedom they would drive English merchants and shippers out 
of business. ‘The Scottish nation, the London merchants asserted, 
“trade after the meaner sorte in forraine parts than we, as by retayling 
parcells and remnants of cloth . . . which we cannot doe with the 
honor of our country.’ In English eyes the typical Scots trader was 
a pedlar, handling small lots with negligible overhead costs, little risk 
and a rapid turnover. With their faith in regulated trade and 
organised companies, the English regarded this small-scale private 
trading with a mixture of derision and fear. Similarly they argued 
that whilst English ships were massive in build, heavily armed and 
generously manned, Scots ships were built ‘wholly for stowage and 
nothing for warr.’ The English seamen demanded certain wages and 
a lordly diet of beef, pork, beer and the like: the Scots, ‘even to the 
least boy on the ship,’ found for themselves, baked their ‘ oaten 
cake made of bean flour’ and fried their salt fish over the ship’s stove, 
and eked out their meagre pay by private trading. In short, the 
English said, if these people had free access to the ports and goods 
of England, and they would soon undercut both our merchants and 
mariners ‘and so our great ships, being the gard of the land, would 
decay.’ 

After a year of bitter controversy on these lines, controversy in 
which economic principles were hopelessly submerged in the flood of 
national prejudice, the case for economic integration by parliamentary 
action was clearly lost. In March 1607 the Scots Council wrote to 
the King protesting against the disparagement of the Scots by 
Members of the House of Commons (the letter obviously refers par- 
ticularly to a speech by Sir Christopher Piggott), and enquiring 


21 J. Viner, The Customs Union Issue (1950), p. 82. 
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respectfully whether the whole matter of closer union should not be 
dropped.??. The next month the same authority, while maintaining 
that no customs be levied on goods between the two countries, wisely 
provided that merchants should be required to find caution for pay- 
ment in case the Treaty of Union did not become effective.** Each 
nation charged the other with lack of goodwill and with abuse of the 
trading privileges extended since 1603-4. By 1611-12 most of these 
privileges were disappearing, indeed in 1611 the Scottish Council not 
only reimposed the pre-1603 customs but took the opportunity to 
tighten up collection on the overland routes across the Borders.” 
For trading purposes the two nations again became separate territories 
so that the transfer of goods involved all normal customs payments: 
the one surviving concession was the removal of alien status so that 
Scottish importers into England paid no customs other than those 
payable in like circumstances by Englishmen. 

It will be evident that the failure to establish a free trade area 
cannot be explained solely in economic terms. On grounds of politics 
and national security, the accession of James to the English throne 
was mutually convenient, but the spirit of cordiality which greeted 
him in London was not enough to obliterate the memories of hostility, 
and no cordiality was extended to his compatriots who followed him 
South. The period with which we deal was characterised by intense 
feelings of nationalism ; the English in particular were proud of their 
achievements and their expansion, and looked on Scotland as the 
unruly beggarly land which Shakespeare currently depicted in Mac- 
beth. The economic arguments against free intercourse were often 
thinly-disguised attempts to rationalise deep-rooted prejudice. 

That is not to say that the English had no grounds for fear. A 
very cursory sampling of the mass of English Port Books suggests 
that a fairly substantial Scottish penetration into the English carrying 
trade had taken place by about 1610,?> and a few years later the 
citizens of Bristol linked the Scots with the Dutch as their chief 
mercantile competitors.”* Both nations quickly became alarmed at 
the revenue cost of customs concessions. It is plain from statements 
before the Scots Council in 1611 that this loss was aggravating the 
already acute pressure on government financial affairs, and this was 
advanced as the proximate reason for reimposing duties on cloth and 


22 Register of the Privy Council of Scotland, Vol. VU, p. 512. 

23 Tbid., Vol. VII, p. 347. 

24 Tbid., Vol. IX, especially pp. 262-7, and 378. 

25 E.g. Yarmouth Port Book (Public Record Office, E190/484/2). 
26 G. D. Ramsay, English Overseas Trade (1957), p. 137. 
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similar English goods entering Scotland, and on Scottish native ex- 
ports to England.*’ 

But a survey of all the circumstances prompts the suggestion that 
the failure of the union negotiations stemmed even more clearly from 
the absence of positive economic attractions. Backward as Scotland 
was in English eyes, it could ‘noway afford comodities in any 
reciprocall course with England.’ If Scotland’s natural endowments 
had been different so that, for example, she could send to England 
wine or vegetable dyestuffs, the whole approach would have been 
different. But the fact was that though England was technically ahead, 
the economies of the two countries were advancing on roughly 
parallel lines, each evolving a pattern consonant with the primitive 
mercantilist concepts of the time. Thus raw wool, a commodity 
urgently sought by the English, was always specifically excluded from 
any contemplated free trade arrangement: both countries regarded 
cloth as the fabric of their industrial strength and jealously guarded 
such of its raw materials as they could produce for themselves. 
Furthermore in some important branches of industry, notably salt- 
making, progress in Scotland was already so considerable that Scottish 
exports, even subject to duty, were a serious threat to English 
producers.** 

The truth is that though the debate engendered a good deal of 
hot blood and verbal fireworks, it was in a sense academic because 
neither nation seriously sought closer integration. Apart from Bacon 
and James himself, it would be difficult to name anyone with influence 
in London who whole-heartedly supported the project. In the eyes 
of English merchants it would have operated primarily to the benefit 
of Scotland: ‘It will be a want of policy and discretion in the 
English, and a kind of fraud and deceiving in the Scottish, to robb 
Peter to cloath Paul withal’; ‘Change is commonly said to be no 
Robbery, but such a change as yield no Quid pro Quo is not much 
less than Robbery’: so the Englishmen of Bacon’s day used Baconian 
language to controvert his arguments.”® To gratify James rather than 
to satisfy national aspirations, Scotland’s chief public bodies had been 
willing to ratify the Treaty of Union, but, as we have seen, even their 
attitude was markedly cooler by 1607. Sir Thomas Craig’s Tractatus, 
the outstanding instance of pro-Union propaganda from a Scottish 
pen, was not, says its modern translator, ‘an index of the convictions 


27 Register of the Privy Council of Scotland, Vol. VMI, p. Ixvi. : 

28 See the protests of Lynn and Boston against Wilkes’ Salt monopoly in 
1585-7 (quoted in R. H. Tawney and E. Power, Tudor Economic Documents, 
Vol. II (1924), pp. 258-60) and the evidences of Scottish competition listed in 
E. Hughes, Studies in Administration and Finance (1934), p. 48. 

29 Both quotations are from Harleian MS. 1314. 
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of the average Scotsman of the period,’ and he goes on to speak of 
‘ Scotland’s indifference or even disinclination to the union.”*° Hume 
Brown went further, doubting ‘whether the time was ripe for such 
a coalescence,” and believing that had the Treaty been forced through 
it might have exacerbated rather than mollified the ‘ mutual repug- 
nance’ of the two peoples.*? 

In a broad sense the Union of the Crowns had a marked impact 
on the course of Scotland’s economic development, for its sequel— 
and in a measure its consequence—was almost four decades of free- 
dom from invasion, of internal stability and of central administration 
of a quality almost unknown in the previous century. In this more 
favourable environment the economy—especially the industrial sector 
—began to experience something of the same revolution in organisa- 
tion and techniques which had been in progress in England since 
the time of Henry VIII. This expansion was along strictly nationalist 
lines and emphasised the parallelism between the economies of the 
two countries. Had the proposed economic integration been effected, 
the Scottish economy would certainly have changed, but the direction 
of change would have been determined by the greater overall bulk 
and the technical superiority of the English, and might indeed have 
reduced Scotland into a condition of economic subservience. 


S. G. E. LYTHE 
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38°C, S. Terry, in his Introduction to the Tractatus (Scot. Hist. Soc., 1909). 
31 P. Hume Brown, History of Scotland (1911), Vol. 1, v. 194. 


ACTUAL AND IMPLIED EXCHANGE RATES 


I 


IT is a well-known fact that the use of official exchange rates can 
lead to very unsatisfactory results when real wages, standards of 
living, national products of different countries are to be compared. 
Every European traveller feels instinctively that the standard of the 
American wage earner is not as much above the European standard 
as a calculation on the basis of the official exchange rates suggests. 
Painstaking statistical investigations have confirmed this view and 
have shown that for comparisons of this sort the dollar is over-valued.? 
It is the purpose of this short note to show that 
(1) actual exchange rates, even if not pegged or artificially 
regulated, will normally over-value real wages and real product 
in the wealthier country as compared with the poorer country, and 
(2) that this bias is likely to be stronger the greater the differ- 
ence in wealth. 


I 


The above propositions follow quite easily from a few widely 
accepted economic tendencies. 

With growing per capita income consumption turns increasingly 
towards ‘tertiary’ products, i.e. all kinds of services and other non- 
manufacturing outputs.” Now, tertiary production has two charac- 
teristics which are of particular relevance to our problem: (a) the 
output of tertiary production does on the whole not enter into 


1See, for instance, Milton Gilbert and Irving B. Kravis, An International 
Comparison of National Products and the Purchasing Power of Currencies, 
published by the OEEC (Paris, 1954). Their calculations show that in 1950 the 
domestic purchasing power of the currencies of the United Kingdom, France, 
Germany, and Italy, when utilised to purchase a European pattern of products, 
was about 60 to 90 per cent. greater than the exchange rates suggest, and 
about 8 to 25 per cent. higher on the basis of the United States pattern of 
expenditures (op. cit., p. 24). 

In a later volume the study was extended to cover a greater number of 
Western European states: Milton Gilbert and Associates, Comparative National 
Products and Price Levels (OEEC, Paris, 1958). 

2See A. G. B. Fisher, The Clash of Progress and Security (London, 1935), 
and Colin Clark, The Conditions of Economic Progress (London, 1940). 
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international trade,* and (b) technical progress is on the average 
slower in tertiary than in secondary (manufacturing) production.* 

The consequence of (a) is that a growing part of national output 
of the wealthier countries becomes independent of international trade. 
It will, therefore, not influence the exchange rate nor will it be 
influenced by it. Such an influence does, however, exist in the field 
of primary and secondary production. To say this does not mean 
that one accepts any naive purchasing-power parity theory of ex- 
change rates.° But with trade and payments relations fairly liberal 
the prices of actually and potentially traded goods (from the primary 
and secondary sector) cannot—on the whole—be too far out of line 
with other countries’ prices when compared over the current exchange 
rate. In the case of tertiary output, no such connection with the 
outside world exists. 

Costs and prices of tertiary output will, however, be related in 
some ways to secondary output in the same country, viz. via the 
formation of wages. Since in a mobile society payments for compar- 
able skills cannot lie too far apart, wages and salaries in tertiary 
production will approximate those in secondary production. With 
labour playing a large part in the service industries, wages will 
roughly determine the (competitive) price of tertiary output. 

We have now cleared most of the ground and can start to build 
up our argument. Let us assume two countries, A and B, trading 
with each other. A is a richer country than B, because its manu- 
facturing industry is more efficient. Manufactured goods are being 
exchanged and we assume that an ‘ equilibrium’ exchange rate has 
established itself and that the prices of primary and secondary goods, 
whether traded or not, have adjusted themselves to this rate and are 
approximately equal in both countries (due allowance being made for 
freight charges and tariffs), when expressed either in terms of A’s 
or B’s currency. 

Under these circumstances wages in the manufacturing industry 
of A are likely to be higher than in B (again both being expressed 
in the currency of either country). Defining the ‘ wage ratio’ as the 
share of wages in total output (in monetary terms), the wage per 
worker is equal to output per head (in terms of value) times the wage 
ratio. If we call output per head O and the wage rate k, and use 


% See Colin Clark, The Economics of 1960 (London, 1940), p. 28. Banking 
services are there given as an exceptional case. One may add tourist facilities — 
as another important exception. 

i ole Clark, The Conditions of Economic Progress, second edition (1951), 
p. 5 

° For some decisive arguments against naive versions of such a theory see, 
for instance, Gilbert and Kravis, op cit., pp. 15-17. 
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indices A and B to distinguish between the two countries, manufac- 
turing wages in A will have the following relation to manufacturing 
wages in B: 


Wa Or Be 
Wee. = -Onsk 
The condition that W, is greater than Ws can be written as 
follows: 
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In other words, wages in the manufacturing industry of the 
more efficient country will be higher than in the less efficient 
country, as long as the relative superiority in per-man output 
is not counterbalanced by a greater relative decline in labour’s share 
in the product. To some extent k, may be expected to be smaller 
than ky, since the greater efficiency in A’s production will be partly 
achieved by higher mechanisation and that would tend to reduce the 
wage ratio. In actual fact, however, the wage ratio (wages and 
salaries) in U.S. industry does not seem to differ markedly from the 
wage ratio in Britain.© And in any case, k, will normally be 
so large (around 50 per cent.) that if O, is significantly greater 


= will necessarily be greater than the ratio 
B 
a if there are any profits to be left to B’s entrepreneurs. 
A > : 
We can, therefore, assume that manufacturing wages in the 


more efficient country will be higher than in the less efficient 
country (both measured in the same currency, official exchange 
rates being used). Similar wage relations will establish themselves 
in the tertiary industries of the two countries, for reasons advanced 
earlier in this note. Since, however, technical progress in this sphere 
is less rapid than in secondary production,’ country A is unlikely to 
have accumulated, in the course of time, a similar advantage over B 
as in the field of factory production. Tertiary output will, therefore, 


than Os, the ratio 


6 See Sir Donald MacDougall, The World Dollar Problem (London, 1957), 


pp. 452-4. — 
7 See point (b) above, p. 230. 
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be relatively more expensive in the wealthy country than in the poorer 
country. 

When exchange rates and prices of internationally traded goods 
are ‘in equlibrium,’ many prices of primary and secondary goods 
will be similar in both countries, while services and the like will be 
generally more expensive in the wealthier country (everything reckoned 
at the official exchange rate). And there will be no pressure exerted by 
foreign trade to remove this difference in tertiary prices. Since 
tertiary output plays an important part in private consumption and in 
total national income, it follows quite naturally that purchasing-power 
equivalents (implied exchange rates) calculated for real comparisons 
of these wider concepts will normally yield exchange rates which are 
less favourable to the richer country than the official or ‘ equilibrium ’ 
rate. And the greater the differences in efficiency in manufacturing 
and, therefore, in manufacturing wages are, the more will the price 
of tertiary output in the wealthier country surpass the poorer country’s 
prices and the more will the implied exchange rate diverge from the 
“equilibrium ’ rate. 


Ul 


The above considerations seem to be well-supported by the 
empirical material. In Table I some typical data from Gilbert’s 
investigation are assembled. They show clearly (a) that the dollar 
is over-valued in respect of all the eight Western European countries 
investigated, (b) that this over-valuation appears particularly marked 
in the examples taken from the tertiary (services) sector,® (c) that for 
manufactured goods the gap between official and implied exchange 
rates is much smaller, with the dollar occasionally being under-valued 
instead of over-valued. 

Table II, which rearranges some of the information contained in 
Table I, shows clearly that the over-valuation of the dollar tends to 
rise with growing disparities in per capita income and that this differen- 
tiation is exclusively due to influences arising in the tertiary sector. 
(Services and manufacturing are represented by two groups each in 
Table I). In Table II countries are ordered according to their per 
capita real national product (in descending order®) and it can be 
seen that for national product as a whole and for services in particular 

’ To keep Table I short, only examples of secondary and tertiary products 
are given. The items were not, however, deliberately chosen to carry the 
argument ; they are typical for the sectors they represent. 

°Table II refers to 1950. Since then, Denmark has fallen back to the 


fourth place and Germany has moved ahead of the Netherlands and France. 
See Gilbert and Associates, op. cit., p. 28. 
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the high values (higher values representing a stronger over-valuation 
of the dollar) tend to cluster around the lower end of the Table.?° 
As far as industrial goods are concerned, no such tendency is dis- 
cernible. On the contrary, apart from displaying much smaller 
divergencies from the official rate, the prices in the poorer countries 
tend here to be higher than in the United States so that in this sphere 
their currency is over-valued and not the dollar. 

Gilbert’s study compares the United States, a rich country, with 
several poorer ones. We may, in conclusion, refer to another investi- 
gation where living costs in one country were compared with those 
in richer and poorer nations, and implied exchange rates calculated. 
In the years 1952 to 1955 the German Federal Statistical Office 
carried out purchasing-power comparisons with a number of dif- 
ferent countries on the basis of a German and a foreign expenditure 
pattern.’ The results for the German expenditure pattern are shown 
in Table HII. They confirm our earlier conclusions. Quite clearly, 
the currencies of the countries which are richer than Germany tend 
to be over-valued when estimated from living costs (which include 
tertiary output!) and to be more over-valued the wider the gap in 
per capita income. On the other hand, the currencies of poorer 
countries tend to be under-valued. Among the twelve countries shown 
in Table III there are only three exceptions to this rule: France and 
Italy with over-valued currencies and Great Britain with an under- 
valued currency.’? 


K. ROTHSCHILD 
Vienna 


10 The correlation js, of course, far from being perfect, with price regulation 
still playing a large part in 1950. It should be noted that the data refer to 
European expenditure patterns. When American expenditure patterns are 
adopted the over-valuation of the dollar for the total national product does 
not display any dependence on the economic status of the various countries. 
In fact, Italy then comes out worst (i.e. the dollar is least over-valued there) 
because in the American pattern those industrial goods, which are more 
expensive in Italy than in America, take a much broader share of the expendi- 
ture than in the European countries. } ‘ 

11 Statistisches Bundesamt Wiesbaden, Internationaler Vergleich der Preise 
fiir die Lebenshaltung (Stuttgart-Koln, 1956). ; ; ; 

12 Special jnfluences may have been responsible for this. German expendi- 
ture patterns are rather different from Italian habits. When an Italian pattern 
is used the Italian currency becomes under-valued. In the case of Great 
Britain, the policy of stabilising living costs may have influenced the result. 
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TABLE II 


THE OVER-VALUATION OF THE DOLLAR FOR DIFFERENT 
PRODUCT GROUPS} 


Gross 


national Clothing Producers’ | Public Miscellaneous 
product durables transport services 
(Official rate divided by the implied rate) 

Denmark 1:60 1-1] ikea 1:49 2:02 
United Kingdom 1:63 1:18 1:18 2:35 1-42 
Norway 1:74 1:23 1-01 1:59 1:56 
Belgium 1:36 1:09 1-02 1:90 1-46 
France 157 0:95 1:04 1:96 1:68 
Netherlands 1:94 1:07 ios bt 2:18 2°04 
Germany 1:65 0:95 0:96 1:97 1:62 
Italy 1:89 0:96 0:77 2°56 224 


1 Figures below 1:00 represent under-valuations of the dollar. 
Source: Table I. 


TABLE III 


OVER- AND UNDER-VALUATIONS OF FOREIGN 
CURRENCIES IN TERMS OF D-MARKS! 


1955 
(Official rate divided by implied rate?) 
Canada 1:80 
U.S.A. 1:68 
Sweden 1522 
Switzerland 1:20 
France 1:18 
Belgium 1:14 
Italy? 1:14 
Great Britain 0-95 
Netherlands 0°88 
Spain 0-86 
Austria 0°81 
Brazil 0-71 


1 The comparison is based on a German household expenditure pattern. 

2 Figures over 1:00 show that—as far as living costs are concerned—the 
foreign currency is over-valued at the current exchange rate; figures below 
1:00 signify an under-valuation. 

3 With an Italian expenditure pattern the index becomes 0°93. 

Source: Statistisches Bundesamt Wiesbaden, Internationaler Vergleich der 
Preise fiir die Lebenshaltung, Stuttgart-K6ln, 1956, p. 7. 
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I 


Low income per head, high unemployment and heavy net migration 
are the most obvious symptoms of the inability of Northern Ireland to 
overcome its severe economic disadvantages. The difference between 
the unemployment rates in Ulster and Great Britain has been about 
5 points, a figure greater in itself than the usual post-war rates of 
unemployment in other regions. Income per head has risen consider- 
ably since 1938, but it is still only about 70 per cent. of the U.K. 
average. The net loss of population by migration is not as heavy 
as might have been expected, but in the period 1939-49, it was 35 
per 1,000 of population compared with 21 for Scotland and a net 
gain of 4 per 1,000 for the whole of the U.K. All this is very 
different from what has been described in the recently-published 
report on the economy of Northern Ireland as the test of what 
constitutes an adequate rate of industrial expansion for the region— 
‘that industry should expand fast enough to provide employment for 
the whole of the native population (at the same rates of pay as in 
Great Britain) without enforcing emigration through the suffering of 
unemployment’ (pp. 309-10).* 

The aim of the Isles-Cuthbert report was to provide a basis for 
policy by assessing Northern Ireland’s economic condition and ex- 
amining the factors limiting its economic development. The academic 
research has been elaborately and handsomely completed and the 
report forms a massive volume which must inspire envy in many 
parts of the U.K. faced with problems similar to those of Ulster. 
Economists and others interested in regional growth will find much 
to help and stimulate them: many of the factors retarding growth 
and causing instability in Northern Ireland are at work in Great 
Britain, especially in the Development Areas. 

Natural disadvantages are the principal causes of income in Nor- 
thern Ireland being relatively low and unemployment relatively high. 
The province is separated by sea from the main industrial centres of 
the U.K., it lacks raw materials, and its small population offers only 


* K. S. Isles and N. Cuthbert, An Economic Survey of Northern Ireland, 
H.M.S.O., Belfast, 1957. (Pp. xxv + 646. 35s.). Page references in the text 
of the article are to this volume. A briefer account of Ulster’s economic 
problems is available in the two chapters contributed by Professor Isles and 


Mr. Cuthbert to Ulster under Home Rule (edited by T. Wilson, Oxford Uni- 
versity Press, 1955). 
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a narrow market for most goods. Wages and profits tend to approxi- 
mate to those obtainable elsewhere in the U.K., but industry in Ulster 
has to bear exceptional transport costs. These extra costs are a strong 
deterrent to the expansion of industry, and ‘new investment under- 
taken in Northern Ireland . . . always tends to fall short of the 
amount required to yield enough jobs for the whole of the domestic 
supply of labour’ (pp. 346-7). The tendency to unemployment is 
aggravated by a relatively fast rate of growth of population, and by 
the decline of certain established industries. Unemployed workers 
have not tended to migrate to regions of expanding employment in 
sufficient numbers to avoid heavy differential unemployment. These 
are the problems ; and they cannot be solved in the near future. 


i 


The economy of Northern Ireland may usefully be described by 
comparing it with that of Great Britain or the United Kingdom and 
on occasions, given the special interests of this Journal, with the 
Scottish economy. Ulster, like the rest of Great Britain, is an indus- 
trial economy, though in both Ulster and Scotland industrial develop- 
ment is failing to keep pace with the natural increase of the population 
and the decline of the older industries. In Ulster (and Scotland) agri- 
culture is relatively more important than in the rest of the U.K. 

The region is very small: the population of about 1:4 million is 
well below a third of that of Scotland and less than 3 per cent. of the 
population of the U.K. Northern Ireland is poorly endowed with 
raw materials and sources of power: the domestic production of coal 
is negligible and there is no significant hydro-electric power; and 
the flax used by the linen industry has very largely to be imported. 
Very high proportions of the materials that Northern Ireland needs 
to feed her industries, and of the goods that she produces, have to 
move by sea. This is a formidable natural disadvantage shared by 
none of the other outlying regions of the U.K. (The political bar- 
rier between Ulster and Eire appears to have brought and to bring 
much less economic difficulty to Ulster than might have been expected.) 
These three factors—the small population, the absence of natural 
resources, and its remoteness from the rest of the U.K. economy— 
are Northern Ireland’s major disadvantages. Scotland and Wales are 
much more ‘iortunate. 

Northern Ireland is no less an integral part of the U.K. economy 
than the other distinguishable regions. The main decisions on eco- 
nomic policy come from the central government in London, and the 
important economic institutions are common to the whole. The 
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monetary and fiscal systems are very largely common, and in most 
important respects the social services of Northern Ireland are the 
same as those of Great Britain. In its trade with other countries 
and Great Britain, Northern Ireland is treated as part of the U.K.: 
there are no separate tariffs and exchange controls. Neither are 
there any special restrictions on the passage of goods or the transfer 
of capital; and, with minor qualifications, labour is perfectly free 
to move between Great Britain and Northern Ireland. Moreover, 
trade unions, trade associations and wage-fixing bodies, are either 
unified with those in Great Britain or are run on parallel lines. In 
all these important matters, and many others, Ulster is on the same 
footing as Scotland and Wales. The existence of self-government 
creates an apparent difference, and the Northern Ireland government 
appears to have considerable powers over the rate and pattern of 
industrial growth. But the facts of the integration are dominant ; 
the treatment of Northern Ireland as an integral part of the U.K. in 
its trade with other regions and other countries, and the inter-regional 
mobility of capital and labour, limit the things that the Ulster govern- 
ment may do to accelerate the pace of economic development. 

The characteristics of the industrial structure reveal some of the 
difficulties facing Northern Ireland. Agriculture predominates: it 
employs about a sixth of the gainfully occupied population compared 
with only about a twentieth in the U.K. Farms are small and poorly 
equipped, and there is a good deal of disguised unemployment. There 
is a dearth of minerals; only one per cent. of the insured population 
works in extractive industries. The most important feature of the 
industrial structure is the limited range of manufacturing industries 
that has taken root in Northern Ireland. About 50 per cent. of the 
insured population in manufactures is in three industrial groups— 
aircraft, shipbuilding and textiles, the last taking 30 per cent. Rela- 
tive to Great Britain, Northern Ireland’s industrial structure is heavily 
specialised in rather unfortunate directions. 

The level of economic activity in the province is very dependent 
on external trade, including trade with Great Britain. Local markets 
in Ulster take only a small proportion of the total output of the main 
industries. The prosperity of the linen industry, for example, is 
shaped largely by fluctuations in the demand for textiles in the U.S.A. 
Heavy dependence on exports is not the only source of weakness in 
Ulster’s industrial structure: the region leans heavily on the produc- 
tion of capital goods. Two-thirds of all male workers in manufac- 
turing are engaged in this sort of work, a substantially higher 
proportion than in Great Britain. A further weakness is that prospects 
for each of the three main industrial groups are not particularly good. 
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The decline of the linen industry spreads a depressing influence 
throughout the economy, and the aircraft and shipbuilding industries 
are far from secure. Dependence on exports and capital goods makes 
the economy relatively unstable, and all these things make it a less 
attractive proposition to the new industries that are needed so badly 
to expand and diversify the economy. 

The effects of all the different factors and influences that have 
been described are summed up in the figure of average income per 
head of population. Some of the more important direct causes of 
income per head in Northern Ireland being substantially lower than 
in the U.K. may be reviewed. The higher level of unemployment 
in Ulster is an obvious cause. The bigger part that agriculture plays 
in the Ulster economy—agriculture yielding a lower income than 
most forms of industry—is another obvious cause. Again, the com- 
position of the working population in Northern Ireland differs from 
that of Great Britain: in Northern Ireland there are relatively more 
women and persons over 65 years of age, and children join the labour 
force at the age of fourteen. Women, older persons and juveniles 
earn low wages. 

The most important reason for the difference in income per head 
is that the average value of net output per employee in production 
and manufacture (excluding agriculture) is very much lower in Ulster 
than in the U.K. On the basis of the 1949 Census of Production, the 
average for the U.K. was £545 a year, compared with £399 for Nor- 
thern Ireland, which gives a ratio of 73 per cent.—the Scottish ratio 
is about 90 per cent. This ratio sums up, in a rough way, the effects 
of most of the adverse factors other than unemployment. The gap 
between Northern Ireland and the U.K. is partly attributable to the 
difference in industrial structure: Ulster tends to specialise in indus- 
tries, or in sections of industries, in which the value of the net output 
is low. But only part of the gap is due to this cause, leaving more 
than half of it still to be explained. The reasons that are put forward 
include the effects of transport costs for raw materials and for the 
goods produced ; the fact that a large proportion of Ulster’s produc- 
tion is sold under conditions of keen competition in export markets 
(p. 277); the smaller average amount of capital employed per 
worker; and the employment of a high proportion of women. 
Isles and Cuthbert deny, with proper local patriotism, that the lower 
value of net output is due, in any appreciable degree, to a difference 
in the efficiency of labour in Northern Ireland (p. 288). 
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Il 


The fundamental question is of course why sufficient industrial 
investment does not take place in Ulster. What keeps industry away? 

The mobility of labour between Northern Ireland and Great 
Britain tends to cause wages, for any given class of labour, to reach 
a common level. The mobility of capital means that new invest- 
ment tends to go to the places in the U.K. at which, with given risks, 
the highest returns are expected. Formally, the failure of Ulster’s 
industry to grow fast enough to provide jobs for all the available 
workers, at market rates of pay, may be due to one or both of two 
general causes. Expected profits may not provide sufficient induce- 
ment; or industrialists may be unable to borrow funds at current 
market rates even though they are willing to establish new, or 
extend existing, enterprises. Isles and Cuthbert think that Northern 
Ireland is starved of capital in both senses. 

The main obstacle is the relative lack of openings for profitable 
investment, a deficiency which has continued throughout a_ period 
of very full employment in the U.K. Why does Ulster lack profitable 
opportunities? Remoteness and the poverty of its natural endow- 
ment are major difficulties. Transport costs on incoming raw 
materials and capital goods, and on exported products, are extremely 
heavy. The effect of double transport costs is to narrow the gross 
margin available for Northern Ireland firms selling in competitive 
markets so that, unless industry in Ulster is more efficient than in 
Great Britain, less is available for profits, wages and salaries. On 
the other hand, remoteness does not, in some cases, protect local 
firms from competition from Britain; many (light) goods are sold 
at uniform prices throughout the U.K. 

Much too little is known, generally, about the additions to costs 
that are involved in locating firms in one place rather than another. 
Transport costs are only a part of the extra costs incurred, but in 
Northern Ireland they are a more important part than in other 
regions. It is not easy to measure the extent of the transport dis- 
advantage ; comparisons can be made only with great difficulty even 
where similar firms are already in existence on both sides of the Irish 
Sea. On some materials imported from abroad, and on goods sold 
at uniform prices throughout the U.K., Northern Ireland’s transport 
disadvantage is slight or non-existent. Unfortunately in very many 
cases there are additional transport costs for Ulster. Coal is an 
important example, the cost in the province being significantly 
higher than in Britain. This tends to repel industries in which the 
ratio of coal costs to the value of net output is high, and the 


THE ECONOMY OF NORTHERN IRELAND 241 


Northern Ireland industries that have developed on a fairly large 
scale are those in which expenditure on coal forms a small propor- 
tion of total costs. On exported products, transport costs vary, and 
comparisons are particularly difficult (pp. 146-8). The unsheltered 
industries that have prospered are those in which freight charges 
are light relative to the selling values of the goods. 

The report, as is to be expected, says a good deal about transport 
costs. It points out that the Northern Ireland government has no 
control over cross-channel freight rates in circumstances in which 
there is inadequate competition to restrain a ‘few closely-linked 
shipping companies [from charging] freight rates excessively burden- 
some to industry as a whole’ (p. 350). It is not proved that the 
Chamber of Shipping scheduled rates are excessive ; costs and charges 
were not investigated. But Isles and Cuthbert conclude that ‘there 
seems little doubt that the question [of establishing restraints] needs 
to be seriously examined’ (p. 351). The report is particularly 
critical about the costs involved in carrying coal across the Irish Sea 
(and in distributing it in the province) (pp. 135-42). 

Another obstacle to investment exists in the strong equalising 
tendency in wages in Ulster and Britain. During the war and post- 
war years there has been a tendency for the differentials that existed 
between wage rates in Northern Ireland and Great Britain to diminish. 
In the absence of higher productivity, industry in Northern Ireland 
cannot afford to pay both higher transport costs and the same wages 
as Great Britain. However, the reduction that has occurred in the 
wage differential in the past decade has done less harm than it might 
have. Employers in Britain have had to pay for more work at 
over-time rates and to offer generous bonuses and fringe benefits, so 
that additional labour costs in Britain have probably been greater 
than the difference in industrial wage rates might suggest. Isles and 
Cuthbert complain that some firms ‘have under-estimated the 
potential saving on labour by merely comparing quoted rates, over- 
looking the saving from not having to make special bonus payments’ 
(p. 349). 

These two factors—heavier transport costs and the tendency to 
equality of wages—combine to lower the attractions of industrial 
investment in Ulster. As Professor Carter says: ‘There is no 
advantage in manufacture in Belfast if it is necessary to pay transport 
both ways, Birmingham wages, and still to be vulnerable to the 
competition of established Birmingham firms.” 

A less serious difficulty in the way of new investment has to do 


2 C. F. Carter, ‘The Last Depressed Area,’ The Banker, Vol. 103, 1954, 
Prell2: 
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with the types of labour readily available to firms thinking of coming 
to Northern Ireland. There are shortages of skilled workers and 
female workers, even though there is a substantial, partly-hidden, 
reserve of unskilled labour. Firms ‘in search of new locations are 
likely to be deterred when they find that the available workers are 
largely untrained’ (p. 395). 


In addition to these specific obstacles, there are other vague diffi- 
culties of substantial importance. The instability of certain of the 
basic industries lessens the general stability of the economy and 
makes Ulster a less attractive home for new industry: a vicious 
circle is joined. There is also the stability of Ulster’s constitutional 
position in the light of the campaign in Eire for a united Ireland 
under the Republic. Just as the reputation of the Red Clydeside 
was alleged to keep firms away from the West of Scotland in the 
inter-war years, so the troubles along the border may deter potential 
immigrant firms. A constitutional difficulty of another sort has to do 
with the Board of Trade. While the Northern Ireland government 
can try to induce firms to establish new factories in the province, it 
has no powers to dissuade firms from establishing factories in other 
parts of the U.K. The Board of Trade has such powers, but is it 
likely to exert exceptional pressure on firms to go to Ulster when it 
is open to criticism from Scotland and the Development Areas, for 
which it is directly responsible, for not doing enough for them? 


The foregoing and other factors on the demand side reduce the 
attractions of Ulster as a place for industrial investment. Isles and 
Cuthbert, while conceding the dominant importance of these factors, 
attach considerable importance to the second general cause of inade- 
quate investment: they argue that industrial expansion in the post- 
war years would have been on a greater scale had it not been for 
institutional factors tending both to limit the scope for the investment 
of savings in industry in Northern Ireland and, at the same time, to 
draw off such savings to Great Britain (p. 349). They say that it is 
generally more difficult than in Britain for firms, old and new, to get 
hold of capital, even though expected profits are adequate. Their 
direct and indirect evidence is to be found in the existence of institu- 
tions (the P.O. Savings Bank) which tend to drain off small savings 
to Great Britain; in an external investment account which shows 
heavy net capital exports (p. 162); in the greater representation than 
in Great Britain of small family firms with their special difficulties 
in raising funds and in dealing with death duties; and in the 
considerable response to the provincial government’s offer of funds 
for the modernisation of industry. The authors suggest that a defi- 
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ciency of capital on the supply side is an important contributing factor 
to Ulster’s development problems. 


Enterprise goes with capital and the report is not too kind to 
entrepreneurs in Ulster. In order to offset its natural handicaps, 
Northern Ireland needs ‘an abnormal proclivity to enterprise’ (p. 
355), but many entrepreneurs have been slow to seize their oppor- 
tunities (p. 189) and the post-war expansion of industry might have 
been greater ‘if all business men had shown the same initiative and 
drive as the more enterprising of them’ (p. 349). Something above 
the average is needed, but something below it exists. To some extent 
this is the result of natural handicaps: specialisation in a narrow 
range of industries limits the scope for entrepreneurs ‘ to gain breadth 
of experience—both in applying industrial techniques and in detecting 
profitable openings for enterprise’ (p. 186). Another factor reducing 
the quality of enterprise is the high incidence of small family firms: 
managerial posts tend to be inherited and this often causes a deteriora- 
tion in the quality of management over time (p. 188). In defence of 
the Ulster business man, it must be said that enterprise needs the 
incentive of profit, and it is scarcely fair to blame him too much for 
lack of enterprise if the expectation of profit was absent. Neverthe- 
less the successful establishment of new industries is likely to require 
the immigration of entrepreneurs as well as capital. But capital and 
enterprise will come only if there is a reasonable expectation of 
adequate profit (or an adequate subsidy). 


Industrial development has been substantially assisted by the 
Northern Ireland government. Various measures have been adopted 
to try to raise the level of employment in industry and to increase 
efficiency in industry and agriculture. Industrial growth since the 
war, mainly government-assisted growth, has provided about 40,000 
new jobs. The Ministry of Commerce has undoubtedly had a fair 
amount of success in diversifying production and in bringing in 
factories in the growth industries. But not enough appears to have 
been done, absolutely and relatively. ‘Judging the need for new 
jobs each year by the average rate of growth in the number of insured 
workers, together with the size of the existing pool of unemployment, 
the degree of resilience and expansiveness in the economy as a whole 
since 1948 has not been good. A large proportion of the total of 
additional employment provided by industry financially assisted under 
the Industries Development Acts has therefore merely offset declining 
employment elsewhere’—in agriculture and linen (pp. 383-4). 
Although it has probably had greater direct assistance than the 
Development Areas, Ulster has not achieved so much. In the De- 
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velopment Areas there has been both a larger fall in the average 
amount of unemployment and a fall in the differential rate as well. 
The development achieved in Northern Ireland compares unfavour- 
ably with that of Scotland (p. 390). Conditions have been more 
favourable in Scotland and in the Development Areas and the forces 
opposing expansion are harder to overcome in Ulster, but Isles and 
Cuthbert have stated that ‘the success of the provincial government 
in getting rid of unemployment has not been impressive in comparison 
with the central government’s corresponding achievements in Great 
Britain.* They argue also that the central government is largely 
to blame because of the steps that it has taken to keep national 
expenditure at levels judged to be suitable for the country as a whole 
(p. 342). 


IV 


What steps might be taken to stimulate economic development in 
the province? Isles and Cuthbert have many suggestions, the more 
important of which are discussed below. 

(1) Wage restraint would help; but would the attitude of the 
trade unions be favourable? The U.K. is a long way from a system 
of local wage negotiations. Moreover, earnings are already much 
lower than in Britain, and there has been a significant amount of 
industrial unrest. Perhaps it would be better, in this field, to look 
to the possibilities of multiple shifts and to do more to train juveniles 
and unskilled labour. 

(2) It is suggested that the government should operate its own 
cross-channel shipping service—or at least that the question should 
be seriously examined. Ulster industrialists should be able to buy 
their transport at reasonable rates, but the desirability or otherwise 
of the present system of scheduled rates is a complicated question. 
We lack the facts needed to give an answer. 

(3) The authors argue that the charges for importing and distri- 
buting coal are unnecessarily high (pp. 349-50). Unfortunately, at 
least for some years, Northern Ireland must continue to depend on 
supplies of coal which incur heavy transport costs from pithead to 
port of shipment in Great Britain. The big public utilities could not 
hope to secure reductions in the handling charges of distributors.® 
While it is not possible to say the same about industry in general,° it 


3 Ulster under Home Rule, p. 163. 

4 It is dangerous to compare distribution costs in Britain and Northern 
Treland, cf. pp. 140-1 and the discussion in Cmd. 386, Coal Distribution Costs 
in Northern Ireland, H.M.S.O., Belfast, 1958, pp. 42-4. 

5 Cmd. 386, p. 12. 

® Cmd. 386, pp. 48-9, 54-5. 
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is unlikely that most firms could hope to achieve anything more than 
a small reduction in their fuel bills. Moreover, industry benefits from 
a subsidy of about £750,000 a year on its fuel consumption. This 
goes most of the way to meet the difference between the f.o.b. price 
of industrial coal at ports in Britain, and the prices paid by indus- 
trialists in Northern Ireland. Isles and Cuthbert argue that the 
subsidy encourages inefficiency; they would like to abolish it and 
spend the money to improve ‘ships, docks and discharging facilities 
and to reorganise the methods of distribution’ (p. 350). Any benefits 
from such expenditures would take time to work through to industry. 
The present subsidy might well be a more attractive bargaining point 
for the Ministry of Commerce in dealing with enquiries from new 
firms. 


(4) The survey makes various proposals designed to canalise 
Ulster’s savings into Ulster’s industry. In particular it is suggested 
that an official finance corporation might be established to act as 
issuing house, underwriter, industrial banker and investment trust. 
‘With government backing such a corporation would probably be 
able to attract to itself an appreciable part of the flow of funds now 
directed out of the province.’ I think that Isles and Cuthbert attach 
too much importance to this question of the supply of finance for 
investment—if the supply is to be offered at genuine market rates. 
The most potent cause of the export of capital is the lack of profitable 
openings for it in Ulster. The shortage of capital, on the supply side, 
is an effect rather than a cause; it would be likely to disappear if 
industrial investment in Ulster became sufficiently attractive. 


(5) The new finance corporation could help private companies, 
which are relatively important in Northern Ireland, in desirable ways 
that have not previously been open to them. 

(6) The proposal of major importance is, in effect, that there 
should be bigger and better government subsidies. The principle is 
accepted by the central government that there should be parity of 
services with Great Britain, provided that there is equality of taxation. 
It is argued that reasonable expenditure designed to stimulate indus- 
trial growth, on a scale sufficient to eliminate heavy unemployment, 
would be accepted by the Joint Exchequer Board in computing the 
Imperial Contribution. (There is room for dispute over what consti- 
tutes sound methods of stimulating industrial development: a sub- 
sidy on cross-channel transport is an obvious case for dispute.) On 
this argument, it would be possible for the provincial government to 
increase its expenditure up to the point at which the Imperial Con- 


7 Ulster under Home Rule, p. 169. 
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tribution became zero. Isles and Cuthbert suggest that, to encourage 
the provincial government to spend more, ‘it would be necessary to 
modify the existing financial relations so as to allow for the contin- 
gency of a special grant from the imperial exchequer in any year in 
which it would otherwise be impossible to maintain reasonable 
parity of services with taxation at the same level as in Great Britain’ 
(p. 408). 


This is not the place to go into details about subsidies. The most 
important questions are: how much and for how long? The 
answers implied are not very encouraging: probably a good deal 
more than at present and for an indefinite period. Isles and Cuthbert 
do not suggest that the province would be able to stand on its own 
feet after an initial boost—which would probably be the case with 
Scotland. On the basis of their analysis, the authors fear that ‘ how- 
ever much is done by employers and workers, either to increase 
efficiency or to facilitate industrial development by accepting lower 
rates of remuneration than those in operation in Great Britain, 
industrial development will always need to be bolstered up by 
governmental measures if Northern Ireland is to enjoy a stable level 
of employment’ (p. 372). Government assistance on a considerable 
scale is to be a permanent feature of Ulster’s economic system. 


(7) Some of the controls adopted on account of the general levels 
of employment and inflationary pressure in the U.K. have had un- 
necessarily harsh effects on Northern Ireland. Isles and Cuthbert 
suggest a more flexible application of monetary and other controls. 
Flexibility of this sort is to be welcomed at any time—not only for 
the sake of Ulster. The scope available for flexible policies is of 
course limited by the inter-connection of the regional markets for 
raw materials and products. 


(8) There is some discussion of the economic implications of the 
constitutional position in the survey, but it is more interesting to look 
at the authors’ views as they were expressed in their contribution 
to Ulster under Home Rule. There they say that existing self- 
government does not enable Northern Ireljand to take really effective 
action to increase employment and income independently of Great 
Britain. Moreover, there are certain important administrative dis- 
advantages: the central government tends to overlook the adverse 
effects which some of its policies may have on Northern Ireland ; 
where there is conflict of economic interest, the British interest tends 
to prevail; in a small community, the administration tends to be at 
a disadvantage in dealing with influential business interests; and, as 
has been said, in the attraction of new firms, self-government tends 
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to put Ulster at a disadvantage in comparison with the Development 
Areas.” It is also argued that the financial caution of the Ulster govern- 
ment tends to make it “contribute towards the cost of Imperial services 
a larger sum than it would as an undifferentiated part of the U.K.’® 
Isles and Cuthbert find it ‘hard to resist the conclusion ... that 
Northern Ireland is worse off economically than it would be if the 
Government of Ireland Act were repealed, and the semblance of self- 
government were thereby removed, [leaving] some devolution of 
administrative functions, presumably along the lines of that in Scotland. 
Whatever may be true of its non-economic effects, it appears that 
provincial autonomy has been a doubtful privilege economically.’?” 
It is probable that other constitutional alternatives would make Ulster 
even worse off economically than does the present form of self- 
government. 

These arguments and conclusions should be of interest to certain 
minorities in Wales and Scotland, though it must be remembered 
that self-government for Ulster was not decided on for economic 
reasons. But access to the purse and influence of the central govern- 
ment are most valuable economic assets. 


v 


The survey does not draw a very optimistic picture. Northern 
Ireland’s disadvantages are very great. It is doubtful whether such 
improvements in industrial efficiency as are practicable, or the 
potentialities of the new industrial revolution, will go very far to offset 
these disadvantages. The advent of a European Free Trade Area 
is probably not going to do Ulster very much good. In any event it 
is most unlikely that industrial development in Ulster will keep pace 
with the growth of population and the decline in the employment 
capacity of its older industries without substantial and permanent 
government financial help. If a suitable equilibrium cannot be reached 
at reasonable cost, then net migration, with its political and social 
disadvantages, must form part of the solution for the province’s per- 
sistent unemployment. The cost is likely to be high because of all the 
disadvantages that have been discussed, and because the secondary 
effects on income and employment of any given amount of capital 
investment in Northern Ireland are likely to be exceptionally low 
(p. 373). At the very best, development is likely to be a slow process, 
and net migration appears to be an inevitable part of any solution. 


8 Op. cit., pp. 160-2. 
9 Op. cit., p. 164. 
10 Op. cit., pp. 165-6 


248 A. D. CAMPBELL 


A policy of development without net migration would be far too 
costly. 

The central government is vitally involved in all this; indeed 
Isles and Cuthbert want to give it the main responsibility (p. 375). 
The powers of the provincial government are too limited, not by the 
constitution but by economic factors, to allow it to achieve the best 
economic solution. The whole burden of the policy recommendations 
is that any successful attack on Ulster’s economic problems must 
involve the central government to a greater extent than at present. 
This is rather a disappointing, but not an unexpected, outcome for 
those of us who hoped to learn that there was some other way ; 
nevertheless, the long journey through the analysis of the survey is 
well worth while. 

A. D. CAMPBELL 


Queen’s College, 
University of St. Andrews 


RECENT ECONOMIC TRENDS 


PRODUCTION AND EMPLOYMENT IN SCOTLAND 


THE increase in unemployment over the past year has revived discus- 
sion of local development problems and the government has already 
taken action to assist areas where local unemployment is severe. 
Those who have urged that such action should not be restricted to 
the present development areas have special reason to welcome the 
change of policy, although they may question the continued use of 
local employment percentages as the criterion of assistance to 
localities seeking to attract new industry. 

So far as Scotland is concerned, the rise in unemployment has 
been comparatively moderate. The peak in the spring of this year 
was 3-6 per cent.—slightly below the previous pre-war peak of 3-9 
per cent in January 1953 and about one-third higher than in the 
spring of 1957. There are other areas of Britain in which the volume 
of unemployment has risen more steeply than in Scotland; and if 
the basis of comparison is taken as the average for 1955, the change 
elsewhere has been almost universally more abrupt than in Scotland 
(See Table 1). On the other hand, unemployment in Scotland 
remains well above the national average and the only regions showing 
a higher incidence are Northern Ireland (where unemployment is 
about three times as severe as in Scotland) and Wales (where unem- 
ployment is now slightly above the Scottish rate). Unemployment 
in Scotland is also patchier than in other parts of the country and is 
about twice as high in the industrial areas of Dundee and North 
Lanarkshire as in Scotland as a whole. 

The comparatively high rate of unemployment in Scotland is by 
no means the only symptom of weakness in the economic structure 
to which one can point. Since the war, for example, there has been 
a rate of emigration almost sufficient to offset the rate of natural 
increase and keep the population relatively constant. The net out- 
ward movement to England and abroad has been of the order of 
30,000 per annum, whereas in England and Wales there is evidence 
of a net inward movement in recent years. The high rate of emigra- 
tion helps to account for the remarkable fact that there were actually 
more young men between the ages of 15 and 45 in Scotland at the 
beginning of this century than there are now. 
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While there are many factors at work to promote emigration from 
Scotland, and it is indeed an ancient tradition of the country, it is 
difficult not to associate the current rate of outflow with the lower 
rate of earnings in Scotland and the slower rate of industrial expan- 
sion... Which is cause and which is effect one need not decide: but 
there can be little doubt that there is a strong inter-connection 
between the loss of a large number of trained men through emigra- 
tion, the cessation of population growth and the slower rate of 
expansion in industrial production in Scotland than in the rest of the 
country. 


TABLE I 
UNEMPLOYMENT BY AREA IN THE UNITED KINGDOM 
(1955=100) 

iy 1957 1958 
Ministry of Labour Region 1955 1957 April-June April-June 
United Kingdom 100 131 129 185 
Scotland 100 110 107 151 
Wales 100 143 136 209 
London and South East 100 145 134 186 
Eastern 100 155 153 202 
South and South Wes- 

tern 100 157 146 192 
Midland 100 264 289 305 
North Midland 100 187 191 324 
East and West Ridings 100 i 7/ 122 255 
North Western 100 116 120 188 
Northern 100 97 98 126 
Northern Ireland 100 107 107 150 


Between 1948 and 1957 British industrial production grew by 38 
per cent. while in Scotland the increase was 29 per cent. For 
manufacturing industry alone, the corresponding percentages were 
43 per cent. and 33 per cent. The divergence has been almost 
continuous, although—as was already evident five years ago?— 
Scotland seems to make up some groufd during periods when British 
output is stationary or falling. 

The divergence has been most evident in some of the rapidly 
developing industries like the chemicals group. In this group, which 
is already poorly represented in Scottish industry, British output has 
nearly doubled since 1948 while the increase in Scotland has been 
just over a quarter. In paper and printing, where Scotland is an 
important centre, output has expanded. by 70 per cent. but by only’ 
20 per cent. in Scotland. On the other hand, in some of the less 


' Cf. The Scottish Economy (Cambridge, 1954), pp. 71 
2 The Scottish Economy, loc. cit. Pe rag, 
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rapidly developing industries, the Scottish share has improved. For 
example, in textiles, the group showing the second lowest rate of 
expansion since 1948, the Scottish output in 1957 was up by 31 per 
cent. on 1948, while total production in the United Kingdom was up 
by only 14 per cent. In the food, drink and tobacco group, Scottish 
output grew by 33 per cent compared with 23 per cent. for British 
production. In no other manufacturing industry of any size did 
Scotland increase her share of total output, but among non-manufac- 
turing industries building and contracting showed a slightly higher 
rate of increase in Scotland. 

In the metal and engineering group of industries, which constitutes 
nearly half the total for manufacturing, Scotland’s performance was 
broadly parallel to that for the United Kingdom as a whole, the 
most important difference being in metal manufacture. Steel production 
in Scotland rose by only one-sixth between 1948 and 1957 while in 
the United Kingdom the increase was nearly one-half. Thus the Scottish 
share of the output of crude steel shrank from 15-1 per cent. ten 
years ago to 12:1 per cent in 1951. 

One other important Scottish industry has contracted in relation 
to the national average: the output of coal has fallen year by year 
in Scotland since 1951. Output per man-shift is well over 10 per 
cent. below the level of 1948; costs have risen steeply and are now 
50 per cent. higher than in the East Midlands; and although great 
things are promised for the future, the promises looked a little shaky 
even five years ago,® and nothing has happened in the interval to offer 
much reassurance. 

The divergent movement of the indices of production does not 
point, as one might suppose, to a general tendency for productivity 
to rise less steeply in Scotland than in the rest of the country. The 
principal reason for the divergence, except in special cases such as 
the mining industry, lies in the comparatively rapid expansion in 
industrial employment south of the Border (See Table I). 

The total number of workers in civil employment rose by about 
5 per cent more in the United Kingdom than in Scotland while 
industrial production rose by about 7 per cent. more. In manufac- 
turing industry alone—a fairer comparison, since the index of indus- 
trial production does not cover more than about half of the total 
labour force—the movement in employment showed almost exactly 
the same divergence (about 74 per ceni.) as the moveinent in output. 
It is reasonable to suppose, therefore, that the improvement in 
productivity in Scotland was at least comparable with the improvement 
in the rest of the country. 

3 Cf. The Scottish Economy, p. 117. 
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Of particular significance to future industrial development is the 
rate of factory-building. In the early post-war years, more than half 
of the factories on which construction began were in the development 
areas; and as the Scottish Development Area was one of the largest, 
this meant that Scotland’s share of new factory-building was unusually 
high. From about 16 per cent. in the years 1946-48, it fell to under 
9 per cent in 1951-53 (measured in terms of factory space on which 
construction started). In the following three years, this proportion 
dropped very slightly but at the end of 1957 the factory space under 
construction in Scotland was only 7 per cent. of the national total. 
Wales, with a far smaller industrial population, had more industrial 
building in progress, and the Midlands nearly twice as much. 


TABLE II 


EMPLOYMENT IN SCOTLAND AND IN THE UNITED KINGDOM, 
1948-57 (000’s) 


Numbers in civil employment Numbers in Manufacturing 


United United 
Scotland Kingdom Scotland Kingdom 


21,569 
23,245 826 9,271 
Percentage 


increase : 78 63 13:9 


From one point of view, these figures are rather disappointing. 
Yet if one assumes that industrial building in Scotland should be 
roughly in proportion to numbers employed, a share of 8-9 per cent. 
of the total is about what one would expect. (The lower proportion 
for factory space under construction may reflect no more than a more 
rapid completion in Scotland.) The fall in the proportion since the 
early post-war years has not meant that less factory-building in 
absolute terms is being undertaken. Even in the boom years after 
the war, there was less factory-building in Scotland than there has 
been in the past few years. The area actually completed reached an 
average of about 2°8 m. sq. ft. in the period 1948-51—far below 
what was started, but more than was ever completed, in 1946-47— 
while in the years 1952-57 the factory space completed never fell 
below 3 m. sq. ft. and rose to 5 m. sq. ft. in 1957. 

What matters quite as much as the volume of new factory-building 
is the type of new enterprise that occupies the buildings. In the past, 
emphasis has been laid principally on the contribution that new 
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enterprises might make to the diversification of the Scottish economy 
and to the absorption of unemployed workers. Given the highly 
varied industrial experience of the central area of Scotland and the 
relatively minor impact on the labour market, in the short run, of 
new enterprises, neither of these considerations seems as critical as 
the contribution that can be made by new industries to a transforma- 
tion of the industrial pattern. The real issue is whether this pattern 
is altering in favour of new and expanding industries; whether 
existing industries are sending out new shoots from the old branches ; 
whether the newly established industries are well-staffed and well- 
managed, on an expanding trend, and able to draw strength from the 
industrial environment at the same time as they help to make it more 
congenial to further growth. 
A. K. CAIRNCROSS. 

University of Glasgow 


CURRENT TOPICS 


Tue Fourth Annual General Meeting of the Scottish Economic Society was 
held in the Old College, University of Edinburgh, on 17th March, 1958. There 
were 38 members present. The meeting approved a proposal by the Council 
that the actual amount of the subscription should be deleted from the consti- 
tution of the Society. Mr. T. L. Johnston was elected to the office of 
secretary of the Society in room of Mr. T. A. F. Noble, who resigned on his 
apointment as secretary and treasurer of the Carnegie Trust for the Universi- 
ties of Scotland. After the business meeting a discussion on wages problems 
was introduced by Messrs. J. R. Parkinson, D. J. Robertson, and T. L. John- 
ston, who each read a short paper. 

The Society had a successful year in 1957. Membership increased, while 
the net deficit on the Journal was reduced by almost £200. The donation of 
the Scottish Universities towards the expenses of the Journal was reduced 
from £290 in 1956 to £95 in 1957. The Society’s audited accounts for the 
year to 3lst December, 1957, were approved by the Annual General Meeting, 
and are printed on pp. 258-59 of this issue. 

The activity of the local branches was well maintained, and several joint 
meetings with other Societies were held in Dundee, Edinburgh and Glasgow. 
The support given by the Scottish banks in the local branch activities is 
greatly apprecjated. 


The programme for the eighth annual conference of the economists of 
the Scottish Universities at ‘The Burn,’ Edzell, from 15th to 17th Septem- 
ber, included papers by Professor A. L. Macfie on ‘ The Teaching of Political 
Economy, Professor A. J. Youngson on ‘Foundations of Economic Policy 
between the Wars,’ and Mr. A. V. Cole on ‘Thomas Chalmers.’ There was 
eo discussion of the current economic situation opened by Mr. J. R. 
Parkinson. 


BRANCH MEETINGS 


At the time of going to press the following programme of meetings of 
local branches for the coming winter had been arranged. Local secretaries 
(to whom enquiries and suggestions should be directed) will be issuing a 
syllabus to members in their areas. 


EDINBURGH 


(Secretary: Dr. M. T. Rankin, 51 George Square, Edinburgh, 8) 

15th October, 1958 ‘ Mercantilists versus Planners ’"—Professor S. G. Check- 
land, University of Glasgow. 

12th November, 1958 ‘The Economic Aspects of Whaling’—Mr. G. H. 
Elliot, B.A. 

10th December, 1958 ‘Scotland and its Population’—Mr. E. A. Hogan, 
Registrar General. 

29th January, 1959 Joint Meeting with the Edinburgh Branch of the Institute 
of Bankers. ‘European Co-operation and the World Recession ’—Mr. R. F. 
Harrod, F.B.A., Christ Church, Oxford. 

IIth February, 1959 ‘The Dual Role of Stockbroking "—Mr. J. B. Home. 

IIth March, 1959 ‘Recent Developments in Monetary Management ’—Mr. 
Innes Smith, M.A., University of Edinburgh. 


All meetings except that on 29th January, 1959 will be in the Hall of the 
Institute of Chartered Accountants, 27 Queen Street, Edinburgh, on Wednes- 
days at 7.45 p.m, The meeting on Thursday, 29th January will be at 7 p.m. 
in the Merchants Hall, 22 Hanover Street. 
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GLASGOW 


(Secretary: M. Gaskin, Esq., D.F.C., Department of Political 
University, Glasgow, W.2.) g peopatnyae ie 
16th October, 1958 ‘The Sociology of the Problem Family "—T. Brennan 
Director of Govan Social Survey. : 
14th November, 1958 A talk by Professor A. J. Brown, University of Leeds, 
subject to be announced. 
16th December, 1958 “Some Management Problems of International Busi- 
eee H. Mackenzie, J. & P. Coats Ltd. (Chairman, F.B.I., Scottish 
ection). 
15th January, 1959 ‘The Economist and the Statistician in Industry ’—J. E. 
Calvert, IL.C.I., Ltd., Scotland and N. Ireland Region, and J. V. Gregg, 
L.C.I., Ltd., Nobel Division. 
19th February, 1959 ‘The Spread of Central Banking ’—H. C. B. Mynors, 
Deputy-Governor of the Bank of England. 
Sth March, 1959 ‘The Changing Structure of British Industry °—G. Garton, 
University of Glasgow. 

With the exception of the February meeting all the above meetings will 
take place at the University. The venue of the February meeting will be 
announced later. 


DUNDEE 


(Secretary: Dr. I. F. Gibson, Department of Economics, Queen’s College, 
Dundee) 

The Dundee Branch of the Society is to concentrate its attention on the 
broad question of the Economics of Marketing. The branch programme will 
consist of two public lectures on ‘The Economics of Marketing’ and ‘The 
Place of Advertising in our Economy,’ and four seminar-type meetings where 
discussions on the Marketing of Single-Use Consumable Goods, Consumer 
Durables, Industrial Plant and Industrial Materials will be initiated by ex- 
perts in these fields. Full details of the branch programmes can be obtained 
from the Secretary, Dr. I. F. Gibson. 


ST. ANDREWS 


Meetings will be arranged in conjunction with the Political Economy Club 
of the University ; details from Professor J. W. Nisbet, Department of Poli- 
tical Economy, St. Salvator’s College, University of St. Andrews. 


ABERDEEN 


(Secretary: Malachi M. B. Mulligan, c/o Burnett & Reid, 12 Golden Square, 
Aberdeen) 


RESEARCH IN PROGRESS 


Notes on research in economics and allied subjects in progress in Scotland 
have been published in previous issues of the Journal, and a new series of 
notes is given below. Further information may be obtained through the 
Secretary of the Society, 42 George Square, Edinburgh, 8. 


ABERDEEN 


At Aberdeen, work on the Third Statistical Account of Scotland (see 
Volume 3, No. 1, February 1956) is making good progress. The volume on 
the County of Aberdeen is now in the press, and it is hoped to publish it 
at the beginning of 1959. The next volume, which is well under way, is the 
County of Banff. Other county volumes are in course of preparation. 

Research projects reaching their final stage include an economic study of 
the Forestry Commission’s use of land in Great Britain; a study of the 
cattle trade in Scotland; and the editing of the Minute Book of the Gordon’s 
Mills Farming Club (1758-64). There is work ijn progress on graduation of 
income distributions, while a research project only in its preparatory stage 
is a study of factors influencing and hindering industrial change and Expansion 


in North-East Scotland. 
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In economic history, research is still being prosecuted on the manuscript 
correspondence and financial papers of leading British statesmen (1765-1815). 
A book on the economic history of Scotland in the 18th Century is in 
preparation. 


EDINBURGH 


The research programme at Edinburgh represents a major part of the 
activities of the Department of Political Economy, and whole-time research 
assistance is being extended. In the field of economic theory, national income 
and input-output models for the interpretation of development problems and 
a study of the public sector in models of economic growth are now complete ; 
work is also continuing in international trade theory. The Rockefeller Foun- 
dation is helping to finance a study of government purchasing policies, 
including the influence of the changing composition of government expenditure 
on the level of incomes and employment and the position of the government 
as a buyer of products and of labour services. Some preliminary results 
will be published this year. A joint study with the London School of 
Economics on the growth in public expenditure in the United Kingdom, 
1890-1954 (sponsored by the National Bureau of Economic Research, New 
York), is nearing completion; some of the hypotheses advanced in this 
study are being tested for an earlier period and for other countries. Work 
continues on the structure of the labour market in various countries and 
on hire purchase finance; a study of the Swedish labour market has just 
been published. Further work is being done on the economic problems of 
colonial territories, and a study of colonial development plans has been 
accepted for publication in 1959. Local economic problems are not being 
forgotten. The study of industrial development in the Forth basin since 1945 
is continuing, while a survey of the economic structure of Edinburgh is 
making progress and the first results, studies of earnings and employment 
and of seasonal fluctuations in retail turnover, should be available shortly. 
An analysis of the change in the ‘ stock’ of professional workers has begun. 

Results of recent research are being published in the Department of Poli- 
tical Economy Reprint Series. Copies, unfortunately limited jn number, 
are available on request from the Secretary, Department of Political Economy, 
University of Edinburgh, 42 George Square, Edinburgh, 8. 


GLASGOW 


Research into problems of industrial organisation covers a variety of 
industries. A book on the shipbuilding industry is awaiting publication. A 
study of the nationalisation of road transport has also been completed and 
research on the history and economics of municipal transport is in progress. 
Work is also being done on the investment, pricing and output policies of 
the nationalised industries producing fuel and power and on price and subsidy 
policy in agriculture 

A study of trends in profits has been begun and this will cover both 
experience in the United Kingdom over the last fifty years and the compar- 
able experience in more recent years of other countries for which figures 
are available. 

_ In economic history, two books are nearing completion: one on the 
history of J. & P. Coats and one on the Carron Company. Work is also in 
progress on the life of Sir John Gladstone, the father of W. E. Gladstone, 
and on changes in the economy of Britain, 1815-1875. 

Research into the development of economic thought and opinion includes 
various studies covering the 18th and 19th Centuries; the contribution of 
early Scottish economists to economic thought; a study of French Physio- 
cracy ; and an analysis of Anglo-Scottish banking controversies in the 1870s. 

Two books on industrial relations and wage problems are ready for publi- 
cation: one on industrial war and peace in a Glasgow factory and the 
other on factory wage structures and national agreements. 

The more general sociological research includes a book on the redevelop- 
ment of Glasgow, a study of hospital administration, work on the general 
theory of organisation and various studies in criminology and education. 
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ST. ANDREWS 


At Queen’s College, Dundee, several projects are in progress. The theory 
of interest and profit js being reconsidered. Material on the economic 
history of the Scottish iron and steel industry is being prepared for publica- 
tion. A study is being made of the history and present problems of the 
British jute industry, and of the local industrial and employment situatjon 
in and around Dundee. Projects being planned or in their early stages are 
(i) the economics of marketing, (ii) the relations of economics and account- 
ancy, (iii) problems of business finance, and (iv) the Dundee volume of the 
Third Statistical Account of Scotland. 

At St. Salvator’s College, St. Andrews, recent work on transport and 
industry is being followed by work on the pricing of transport, while the 
economics of Thomas Chalmers and some aspects of wage determination 
are also being studied. 
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BOOKS RECEIVED 


Foreign Central Banking: The Instruments of Monetary Policy, by 
Peter G. Fousek. (Federal Reserve Bank of New York, 1957) 

Bank of Greece, Report for the Year 1957. Athens, 1958. 

Monetary Stability and Economic Development, by Xenophon 
Zolotas. (Bank of Greece, Athens, 1958) 

Rassegna Economica, No. 2, April-June, 1958, Vol. XXII. (Bank 
of Naples) 

The Skills of the Economist, by Kenneth E. Boulding. (Howard 
Allen, Inc., Cleveland, 1958. $3.50) 

The Rise of the British Rubber Industry during the Nineteenth 
Century, by William Woodruff. (Liverpool University Press, 
1958. 35s.) 

Domestic Food Consumption and Expenditure: 1956. Annual Re- 
port of the National Food Survey Committee. (London, H.M.S.O. 
9s. 6d.) 

The Agricultural Register (New Series), Changes in the Economic 
Pattern 1956-7. Agricultural Economics Research Institute, 
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